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Around the world Rapier stands guard against whatever 
tomorrow may bring. 
Apioneering air defence system, Rapier was the first of its 
kind in the field to protect against high speed low level air attack. 
Since then it has been continuously developed for 
. operations day or night and today 13 countries depend оп Rapier, 
{ confident of its proven combat success. 
А Rapier is just one of the guided weapons systems which, 
together with spacecraft, civil aircraft and military aircraft, form 
the widest range of aerospace products in the world. 
Proving that we have the skills and experience to meet the 








demands of tomorrow. 
` To the man іп the field, to his commander, even to his 
K government, that experience means just one thing. кА BOOK HAL 
| The reassurance of weapons systems that work. INDIA SN ш 
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BRITISH AEROSPACE 


„= It where 
we belong 


British Aerospace plc, 100 Pall Mall, London. 





To improve your returns, 
discover BNP's services. 


Today's world-class tennis is a tough But even prouder of the fact that as 
game. But it has little to teach today’s Europe's biggest bank (and one of the 
international businessman, battling for largest on the international scene) we 
success in the increasingly competitive offer some of the most advanced services 


markets of the world. there are, in no fewer than 76 countries. 
So BNP is proud to be sponsoring the If you'd like to learn more, the ball's 
1986 French Open Championships. in your court. 
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Accidents 


SiR— Your leader “Accidents will 
happen” (May 10th) made a valid 
: point about the inconsistency in 
. the public's assessments of differ- 
Ling risks. However, this is not 
entirely the public's fault. Risk 
assessment in today's interdepen- 
dent world involves. balancing 
мегу small risks against very large 
. consequences. This combines the 
imprecisions in measuring the 
minute with the. difficulties of 
assessing the catastrophic to give 
a Very uncertain answer. 

Апі what is worrying is not 
t the costs of technological 
failures are no bigger than they 
vere. Rather, while the actual 
failures grow ever smaller, the 
-consequences grow without limit. 
‘It took about a cubic mile of 
frozen water to sink the Titanic; 
. one frozen O-ring downed the 
shuttle. And while those on the 
ship suffered badly, only they 
suffered; Chernobyl affected half 
Europe. 
Canberra 
Australia 






































G. N. NEWSAM 


‘SIR—Blaise Pascal, the seven- 
teenth-century mathematician 
гапа philosopher, thought about 
the concept of infinity. He used it 
as.the basis of his argument for 
-belief in the existence of God, as 
follows. Admit the mere possibil- 
“of the existence of God, no 
“matter how small you put the 
probability. Acknowledge also 
“that, if you believe in Him and 
“He exists, you will be rewarded 
with eternal life, the loss of which 
Ло: you would be infinitely great. 
follows that the risk to you of 
belief (measured by the prod- 
ict of any small probability and 
the. infinite. loss) is infinitely 
gréat. 

In other words, when the con- 
“sequences are too momentous, 
“the estimation of small chances 
becomes pointless and the risk 
-annot be taken. 


“Dublin 
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SIR--You refer to one group of 
nuclear experts who “ought now 
to feel sheepish”. Should they 
really? 
2а 1974, they predicted that a 
.core-damaging nuclear accident 
should only happen once in, say, 
. 20,000 years of operation, Now it 

has happened twice in seven cal- 
endar years. Some 300 function- 
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ing reactors exist in the world. 
Even if you assume that one-third 
of them are closed for repair, we 
manage 200 years of operation 
within one calendar year. Should 
not we then expect one accident 
in 100 years? 

More modern experts said in 
1982 that "accidents were 30 
times more likely" than the first 
group had calculated, which 
would give us a likely accident 
every Age ears. Which is what we 
have һай lately. Soon some 200 
more nuclear reactors will come 
into operation. So your conclu- 
sion does seem true: “accidents 
will happen." Every second year, 
or so. 

Anacapri, 
Italy GUNNAR ADLER-KARLSSON 





Bill and Ebenezer 


SIR—My compliments on your 
judicious leader (April 26th). Ev- 
ery time Bill acts (and despite 
Grenada, whose importance I 
think you overestimate, Mr Rea- 
gan has acted thus far with the 
utmost restraint, as you point 
out) Ebenezer—in fact all 12 
Ebenezers—shakes in his boots. 
Roaring Bill provides the bark 
and the bite to deter predators, 
preserve the Ebenezer culture 
and independence and promote 
the elusive goal of European uni- 
ty. But for how long? 

Even the belated moves by the 
common market countries—had 
they been announced earlier they 
might have led to the cancellation 
of the appointment in Tripoli— 
are being defied by Mr Papan- 
dreou, and anothing is being 
done about it. Nothing has been 
done about Malta, which has 
been allowed to become progres- 
sively Libya's "client state". In 
these circumstances occasional 
outbursts by Big Bill become just 
as inevitable and regrettable as 
the equally lamentable reactions 
of all Ebenezers. 

Belmont, 


Massachusetts Roy C. MACRIDIS 





Punjab 


SiR—Can the present situation in 
Punjab be contained? I would say 
that it can be if the Indian gov- 
ernment seeks an honest political 
solution with the real leaders of 
the Sikhs—the angry young men 
who have borne the brunt of the 
oppression. The so-called moder- 
ates have been discredited by 
their failure to secure a jm 
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agreement. The moderates can- 
not survive without the protec- 
tion of the guns of the Indian 
government. 


Lankan Tamil militants receive 
sanctuary and training in India. 
The Indian government is using 
subtle pressure on the Sri Lankan 
governmerit to negotiate a politi- 
cal settlement with the Tamil mil- 


itants. The Indian government 


should show its sincerity and set 
an example to the Sri Lankan 
government by entering into ne- 
gotiations with the Sikh militants 
(who are, after all, Indian citi- 
zens) for a just and lasting politi- 
cal settlement in Punjab. 


Singapore 





Farm surpluses 


SIR—Your leader is far too san- 
guine about the idea of a set- 
aside policy being "not as crazy 
as it sounds" (May 3rd). 

First, although "demand for 
food in developed countries is 
notoriously insensitive to price", 
this does not apply to the demand 
for EEC exports of cereals. It is all 
very well to advocate self-suffi- 
ciency rather than surplus pro- 
duction as a way of getting rid of 
the taxpayer cost of the policy. 
But what about the poor old 
consumers? Why should they 
continue to pay substantially over 
the odds for the domestic product 
compared with the alternative 
supplies available on the world 
market? Surely what we need is a 
policy. which allows the majority 
of grain to trade competitively at 
this price (appropriately stabi- 
lised), at which point our current. 
surpluses might well turn out to 
be profitable exports. 

Second, turning land over to 
forestry (providing that “it does 
not mean extra subsidies or regi- 
mented pines”) amounts to wish- 
ing that pigs could fly, unless the 
returns from cereal growing are 
substantially reduced. Why not 
reduce the returns directly? The 
idea of a set-aside is simply a way 
to replace the existing subsidy for 
growing wheat with one for own- 
ing or renting land on which 
wheat could be grown. Where is. 
the public benefit from that? 

Third, there is no justification 
for assuming that the marginal 
production all takes place on the 
"marginal" land. Of course, if the 
payments are to be made for land 
left idle, then the poorest wheat- 
growing land willbe idled first. But 
that is not the same thing as 
eliminating the highest cost wheat 
production, as any elementary 
economics will tell you. The way to. 













is to drop the price. 


first few units ОЁ 
: each апа every farm, and let 
It is an open secret that the Sri: 


limited total tonnage per farm 


JASWANT SINGH GILL. 


‘London 


eliminate the high-cost production 






How can this be done? Simply 
restrict the support prices to t 
f. production. 








the rest of the production fin 

own price on the internation 
market. Why not allow cerea 
farmers to borrow money from 
the intervention authorities at ғ 
specified amount per tonne for г 



























and make the repayments on thi 
basis.of the freely determine 
market price for grain? Such + 
system could be tuned to. the 
financial circumstances, and tc 
the political need to protec 
"small" farmers’ returns, by.set 
ting the amount per tonne ark 


the total tonnage per farm at the 


appropriate levels (using nationa 





as well as EEC money, i 
necessary). ue 
Reading, m 
Berkshire Davin R. HARVE' 
Australian umbrage 
SIR—You say (May 3rd) that the 
two > Australian journalist 


banned by Indonesia from coved 
ing President Reagan's visi 
“work for an Australian radii 
station, but they are.based ii 
Washington". 
Some radio station! They ar 
correspondents of the Australia! 
Broadcasting Corporation, whicl 
runs 139 radio stations and ; 
network of ten television sta 
tions. The ABC maintains 24 staf 
correspondents in 12 ‘oversea 








bureaus. How many do yo) 
have? di y 
MALCOLM DOWNIN 

Australian Broadcastin 


Corporatio 
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The latest EIU Special Report No.1053 
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Rewarding Executives... 
with Cash or Shares 


Share option plans for т; ment `` 
are now booming on both sides of the 
Atlantic, with UK companies 
encouraged by new tax reliefs ta 
_ follow the well-established. US 
practi factice. This Mr ort analyses the 
executives 
and plua partages or returns from both 
the individual and the corporate 
viewpoint. 


Price including postage: UK & Europe £85; 
«North America U5$155; Rest of World £88 


The Economist Publications Limited 





London WIA IDW. UK — New York, WY 10020, USA 
Tet 01-493 6711. Tei (212) 501 5730. 


RECRUITMENT CONSULTANTS 
35 New Broad Street, London ECeM INH 
Tel: 01-588 3588 or 01-588 3576 

Telex No.887374 


A challenging ‘start up’ project — prospects to reach the Board in 18-36 months 


- PROJECT DIRECTOR—TOURISM. 


VERY HIGHLY ATTRACTIVE SALARY, NEGOTIABLE 


.— TOURIST PROJECT—-SUBSIDIARY OF MAJOR INTERNATIONAL TRADING GROUP 


e invite applications from candidates, aged 32-45, who have achieved eight years’ experience in tourist real estate, — 
зоте of which must have been acquired overseas. Reporting will be to the Managing Director, and responsibilitie eu 
cover the development of an integrated series of tourist projects incorporating five-star accommodation, marina 
= casino, villas, country club, etc, in Turkey. This will include the negotiations with municipalities, Ministries for service 
^ cences, etc, ond with tour operators, airlines and hotel management companies, etc. The qualities required are 
highly presentable manner, ability in negotiations and a tenacious character. Up to 40% of time will be spent offshore. 


utilising the Group's Ankara and Constantinople r 


ional offices. A very attractive salary is.negotiable plus car, non- 


-contributory pension, free life assurance, free family BUPA. Applications in strict confidence under reference PDT4420/ 


E; tothe Managing Director: 


~~ CAMPBELL-JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT CONSULTANTS) LIMITED, 35 NEW BROAD STREET, LONDON EC2M INH. 
TELEPHONE: 01-588 3588 or 01-588 3576. TELEX: 887374. FAX: 01-256 8501 : 


| International Civil Aviation Organization 
. Air Transport Officer, 


| . Paris 
(Assigned to the European Civil 
: Aviation Conference) 


^ "Candidates should have a University degree or equivalent aca- 
demic qualifications, preferably with specialization in econo- 
mics, statistics or aeronautical engineering, and substantial 
experience in. nsporteconomics and regulation or opera- 
tions gained іт а civil aviation administration, international 
organization, airline, aircraft manufacturer or airport autho- 
rity. Knowledge of gover tal and inter-governmental 
agreements in the aviation field in Europe, and of the ICAO and 
“ECAC Structures and objectives essential. 
Command of English or French essential and a very good 
working knowledge of the other desirable. 


Salary (assuming dependent family) net of income tax and 
including current rate of post adjustment US $44,364. 


Post open only to nationals of ECAC Member States. Deadline 
for applications: 7 September 1986. 


“Full ‘details and application forms available from: 


Chief, Personnel Branch 
International Civil 

Aviation Organization 
1000 Sherbrooke Street West 
Montreal, Quebec 
Canada H3A 2R2 





international Financing Organisation (United Nations) 
located in Rome (Italy) seeks candidates to fill the post of 


PROJECT CONTROLLER - 


incumbents will report to Director, Latin America & Caribbean: Division: 


Project Management Department and will be responsible for processing ot f 


development projects at all stages of the project cycle including: : : 

— identification and preparation of projects; А "mer 

— participation in project appraisal and arrangements with cooperat- 
ing institutions and/or co-financiers; à 

— preparation of loan documents: . 

— project monitoring, follow-up and review of supervision reports; | 

— preparation of project reports. for governing body and annual 
programme of work. 


Candidates should have an advanced university degree in Economics; 
Economic Development, Public Administration, Agricultural Economics or 
Agricultural Science, with experience in project formulation and implemen- 
tation. Excellent knowledge of Spanish and English. Ability. to. travel 
extensively, also to tropical countries. Age 30-45 years; FCD. 


Depending on experience and qualifications, net base salary per annum: 
wili range from US$32,605 to US$41,308 with dependents and US$36,275 © 
to US$38,101 without dependents. Cost of living allowance subject to- 
change according to United Nations Common System will range per 
annum from US$6,031 with dependents and US$7,457 without. 
dependents. : 


initial contract is for two years. Deadline for applications is 31 July 1986, 


Send applications in first instance to: 
The Economist 
Box No 3484 
25 St James's Street 
London SW1A 1HG, UK 





EXECUTIVE FOCUS - 


"PRINCIPAL | ANSPORT 


A “agi opportunity is is available with a ТАНЯ Austral ian Consulti сор Pak 


been established since 1955 and enjoys at 


international bone PY, in Transport Planning ` and Economics, Urban Devel opment anc 
Engineering. 


As M part of the long-term plan for the further development of the group over the nex: 
: de and beyond we are seeking a suitable person to be responsible for the national and 
TH E үү О R L D pee activities of the Group in Transport penning. 


HEALTH ORGANIZATION ОЕШ uM m. m 











specialist Group in these fields... 


Transport Engineering Studies Projects include physicäi oe. and i nomic studias 
of all modes (road, rait, air, sea) at private sector and 









and National Government levels. 
The appointee will be required to have a proven technical reputation j 
n Invites applications for two posts in the have a sound managemen background int strong business development 
^UNDP/World Bank/WHO Special Programme 
The person ideally suited to the position will commence with the Group as Manager 
for Research and Training in Tropical Diseases (TDR), Transport Planning based in Adelaide, South Australia. The appointee will be expected ^ 
= with duty station in Geneva. travel extensively within Australia and overseas. 
















A very attractive salary package will be negotiated with the successful candidate. 


Applications in writing should state qualifications, detail work history, give {ат af of 
referees and 


include a photograph. Applications will he troated i in strictest confidence 
in the first instance shu ede о: : 


Я Communications Officer Duties include: Develop and 
: maintain public information activities concerning TDR for 
` the scientific press and other information media; organise, 






1 Perren Street, 
edit and supervise the production of the TDR documents, LONDON 
mainly in English; prepare and advise on the use of 


various media such as radio, films, displays, slides, etc. PAK-PO" € КПЕЕЗОПЕ 
CONSULTING GROUP © е. 
PLANNERS, ENGINEERS, 5 IEN | 


одазвао dc alind ét 
ADELAIDE BRISBANE CANBERRA DARWIN MELBOURNE  SYONEY а ЕА 


AUSTRALIA 


ЛЕ L Lund 
|| | j|! je Milan Pe Pare Singapore Stockholm Tokyo 


SIAR is a well-established international management consultancy of Scandinavian 


origin. We assist major companies in the formanion andi and vinegar of business and 
market strategies. 


SIAR's consultants: work as members of an international project in team; y, ct operating 
ciosety with colleagues in our fully-integrated network of offices around 


Our London office is seeking: 4 
BUSINESS OR INDUSTRIAL JOURNALISTS/ANALYSTS 


for careers in 


INTERNATIONAL MANAGEMENT CONSULTANCY. 
Candidates should fulfil the following requirements: 










Minimum qualifications: University degree, preferably in 
journalism, communications and/or one of the biological or 
‘social sciences; six years’ experience in public informa- 
tion, with four years in scientific communications; excellent 
knowledge of English and working knowledge of French. 





























Programme Management and Finance Officer Duties 
include: Prepare biennial programme budgets and budget 
revisions; prepare regular and ad hoc financial reports and 
analyses; develop and apply operational planning meth- 
ods and financial controls; develop and implement finan- 


cial and management systems and procedures, including 
computer systems. 











Minimum qualifications: Postgraduate degree or diploma 
in management, business, finance or related fields; six 
years' experience in finance, management or administra- 
tion related to research or international development; 
excellent knowledge of English or French, with a good 
| Working knowledge of the other. 





































Tax-free salary including cost of living component current- 
not less than US$49,184 plus attractive international 











о Have а good Bachelor's degree in Business Studies ог Economics (Upper 
‘allowances and social security benefits. o See ee MBAs will be looked upon favourably. 
years work experience. 
o Bs; ane tran 26. unusual hours as the Situation demands. 
i: » А y © 
Applicants should send a detailed curriculum vitae not 


-Vater than 11 June 1986 to: 






Personnel (MPR) | 
WORLD HEALTH ORGANIZATION 


i ng about companies and industrie 
CH-1211 Geneva 27 Believe in the [dn "Gl an international perspective "m order to under 
: stand today's business issues ] г 

шой réferénoe РЁ) i Eco p yc E EUN 
quoting reference PER/MPR/TDR and this journal. fre ee ng 


2 " za е : " " please write fidence with detailed CV to: 
Only applicants under serious consideration will be ee : 
contacted. ANDREW EGGLESTON. | 
: SIAR Planning Limited, 86 Prince Albert Road, Londonnwa 7RU | 


Й COUNTRY STUDIES” 


C Portugal to 1990 
The Challenge of Modernisation 


Portugal has been characterised by economic 
Crises and erratic growth for the past decade. Can it 
now settle down to more stable growth, and attract 
an increasing share of foreign investment? Entry 
into the EC and the recent election of a new 
president symbolise'a new future. But deep 
economic problems remain, not least a heavy debt 
burden. This report assesses how far the current 
liberalisation trend will go, and presents a detailed 
forecast for the next five years. 

No.237 114 pages Price: UK & Europe £95; 
N. America US$180; Rest of World £98 
Published Aprii 1006 


uth Africa to 1990 
Growing to Survive 
Can the be expanded fast enough to 
defuse unrest in South Africa? How far will 
international sanctions inhibit trade? This report 
takes а dispassionate look at the country's 
prospects, and includes a detailed five year 
,; economic forecast in the context of likely political 
*. developments for the rest of the 1980s. 
No.239 121 pages Price: UK & Europe £95; 
N. America US$180; Rest of World £98 
"Published March 1986 


О South Korea to 1990 

Liberalisation for Growth 
South Korea has maintained impressive growth 

rates over the last 20 years. Can current 
liberalisation policies be pushed even further? This 
report analyses the three-phase development of 
Korea, examines prospects for each economic 
Sector and investigates the potential impact of 
escalating protectionism. 
No.225 99 pages Price: UK & Europe £95; 
N. America US$180; Rest of World £98 
Published January 1986 > 


O Transportation Oil Demand 
to 2000 


The transportation sector i is likely to become an 
санет important market for oil, as alternative 
fuels compete for oil’s share of other markets. 

Sector by sector, region by region, the report 
analyses present demand for the fuels used for 
transport and forecasts demand over the next 15 


years. 
No.229 86 pages Price: UK & Europe £225; 
N. America US$405; Rest of World £228 
Published December 1085 


2 Indonesia: Outlook for Oil 
and Gas to 1995 


incorporating information from special local 
sources, this report the hydrocarbon 
Sectors in indonesia and relates them to the rest of 
the economy. It identifies government planning 
priorities for the future, and is illustrated with 50 
tables. - 


No:242 66 pages Price: UK & Europe £195; 
М. America US$345; Rest of World £198 
Published April 1986 
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Г] эчу ашыды Accounting 
Reports 


Guides the non-technical manager through the 
process of using and applying a model to.produce 
flexible accounting reports. 

No.233 73 pages Price: UK & Europe £55; 

N: America US$105; Rest of World £58 

Disk with model available for IBM compatible 
machine (2 Symphony C; Framework I Smart 
Price (plus VAT in UK only) 1 model £35 (09565). 
2 models £45 (US$80); 3 models £50 (US$90) 
Published January 1986 


CJ Cash Flow Forecasting 


Guides the non-technical businessman through 
the process of building a model to analyse and 
project the cash flow of his business. Complete with 
software, the report is a comprehensive package 
with which the effects of cost fluctuations, 
investment options and returns can be examined. 
No,211 97 pages Price: UK & Europe £55; 

М. America US$105; Rest of World £58 

Disk with model available for IBM compatible 
machine C Lotus 1-2-3 © Viplan (1 Micro-FCS 
Prices (plus VAT in UK only) 1 model £35 (US$65); 
2 models £45 (05$80); 3 models £50 (US$90) 


О The Business Managers 
Guide to Barter, Offset and 
Countertrade 


Business managers trading into some of the 
world's richest and most sophisticated markets now 
need to understand recipi as well as those 
trading with the Third World. This report offers help 
оп contracts, insurance, tax and management 
issues before turning to 16 leading markets to study 
barter, offset and countertrade in action. 

No.243 140 pages Price: UK & Europe £200; 
N. America US$298; Rest of World £203 
Published April 1986 


О Non-Executive Directors 
Their Changing Role on UK Boards 


Why should a company have non-executive 
directors? The reasons companies give for 
appointing them, who they are and how much they 
are paid are examined by this report. Case-histories 
throw light on non-executives in action, at a time 
when there is increasing pressure for UK boards to 
follow the US pattern and increase non-executive 
powers and actions. 

No.244 96 pages Price: UK & Europe £60; 
N. America US$120; Rest of World £63 
Published April 1986 


О Is Your ene Budget 
Wasted? 
How to Measure Advertising Effectiveness 


“Probably half of every advertising 
appropriation is wasted, but nobody knows 
which half,” 


The information technology revolution has 
effectively overtaken Lord Leverhulme's famous 
remark. Advertising can now be effectively 
monitored. This report looks at modern methods of 
evaluation made possible by recent developments 
in computing. Small companies can improve their 
decision making process, make good marketing 
plans better, and advertising budgets more 


effectively spent. 

No.232 112 pages Price: UK & Europe £75; 
N. America US$145; Rest of World £78 
Published March 1986 
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О Going Public 
A Report on the Markets in Unlisted Securities 


This study compares the attractions of the USM 
and OTC for companies and investors. It looks at 
their relative performances against the official list, 
estimates the pool of potential high fliers and the 
‘hidden costs of flotation, 

No.224 89 pages Price: UK & Europe £95; 
N. America US$175; Rest of World £98 
Published November 1985 ‹ 


D All Change in the City 


How big will the Big Bang be? This report. 
analyses the changes in the financial market ла : 
are taking place in London against t 
of the City's infrastructure, and considers Ihe 
implications for competition, stability and growth, . 
No.222 101 pages Price: UK & Europe €75; 

N. America US$140; Rest of World £78. 
Published November 1985 


О Tax Havens and Their Uses 


As taxes eat their way into corporate profits and 
disposable personal income, tax havens offer an 
opportunity of avoiding some or all of the burden, 
This report shows what individual havens offer to 
both companies and individuals. Also available in 
German. Price DM190 
No.186 139 pages Price: UK & Europe £35; 

Rest of World £38; N. America US$70 
Published December 1984 
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Swiss Bank Corporation: The professional interface. 


When the markets are racing 
to keep up with the news, 
the news can’t keep up with th 


Arno Semadeni, Senior Vice President, 
Foreign Exchange, 

~ with Werner Stalder, Vice President, 
Foreign Exchange and Treasury. 


The financial markets never stop, and 
the pace in foreign exchange can 

get dramatic. With information flooding 
in at electronic speeds, you need to 
sift out what's new and what's not, and 
what's relevant to you. You can't 

keep up with the whole world, but you 
can work with a partner who's in 

the markets constantly. A professional 
whose advice and timing you can 

rely on. Try us out in foreign exchange, 
and find out what we can do for 

your business wherever your business 
takes you. 


Swiss Bank Corporation 


Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 


General Management in CH-4002 Basle, Aeschenplatz 6, and in CH-8022 Zurich, Paradeplatz 6. Over 200 offices throughout Switzerland. Worldwide 
network subsidiaries and representatives); Europe: Edinburgh, Frankfurt, London, Luxembourg, Madrid, Manchester, Monte Carlo, Paris. 
North America: Atlanta, Calgary, Chicago, Houston, Los Angeles, Montreal, New York, San Francisco, Toronto, Vancouver. Latin America: Bogotá, 
Buenos Aires, Caracas, Lima, Mexico, Panama, Rio de Janeiro, Sao Paulo. Caribbean: Grand Cayman, Nassau. Middle East: Bahrain, Cairo, Tehran. 
Africa: Johannesburg. Asia: Hong Kong, Osaka, Singapore, Tokyo. Australia: Melbourne, Sydney. Lind dion MENTA 









Will Foreign Exchange 
. Intervention Lead To 
A Major Economic Panic? 


y 


» 





The foreign exchange markets have been literally a 
nightmare. The currencies have been swinging back and 
forth, prone to virtually every politician's statement no matter 
how conflicting they may be. 

Intervention in the foreign exchange and interest rates 
markets to achieve solutions to economic instabilities is not 
unique to this period in time. Back in 1927, the central banks of 
the U.S., Britain, Germany and France got together to arti- 
ficially correct the economic problems which faced the world 
at that time. The U.S. cut its discount rate so that Europe would 
attract much needed capital. But within 15 months of that 
intervention, the entire free markets burst at the seams. 

In a special 200 page report to be published this June, we 
2 have provided the most comprehensive study of the free 
[ markets and foreign exchange in the history of analysis. The 
cause of the Great Depression of the 1930's was directly linked 
to government intervention which attempted an easy solution 
to economic problems, Will history repeat itself once again? 

We have listened to our politicians worldwide proclaim 
the necessity to avoid protectionism because of the philos- 
ophy of our free market system in the West. But we must ask 
ourselves if the free market is so precious, why must we seek to 
control the vital aspects of the world free economy which are 
foreign exchange and interest rates? 

Each day at Princeton Economics we provide specific 
speculative and hedging recommendations for the foreign 
exchange markets, precious metals, U.S. bonds, and the U.S. 
Stock Market. Our reports are broadcasted 3 to 4 times daily, 
providing support and resistance levels as well as specific 


























In United States 
101 Carnegie Center Suite 314 
Princeton. N.J. 08540 USA 
1609) 987-0600 


it poses to the future with an outlook into 1990 


Services providing updates via telephone or telex between 3 to 
4 times each day with recommendations for hedging as well as speculation. Avail 
able through London or the USA. Each report is separate. Telex fees are not included. 
6 month trial $1,500.00 per report 
All four services $5,000.00 
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trading recommendations. Reports are provided by telephone 
recordings as well as telex reports, both out of London and in 
the United States. 

Our reports are used by banks as well as speculators, 
along with private businessmen who simply need to know 
reliable information as to the future events in various markets, 
how to take action, and what to do immediately. 

If you are concerned about the prospects for the future of 


` our world economy, then join our clientele who span the 


globe. You will find our forecasts, for both the short-term and 
long-term, among the most reliable in the world. We monitor 
35 different nations and provide specific forecasts for not only 
the European currencies, but those of the Middle-East, Japan, 
Canada, Mexico, Australia, Singapore, New Zealand and 
South Africa, along with metals, oil, commodities, interest 
rates and world stock exchanges. 

For the individual or small businessman who needs 
specific information primarily for hedging but not necessari- 
ly 3 times a day, we have our weekly levels of service which 
will keep you abreast of the situation within the changing 
markets. This level of service will specifically recommend 
longer-term positions with market updates provided 2 to 3 
times each week. 

At Princeton Economics, our job is to help the business- 
man, investor and speculator survive what will prove to be the 
most volatile period in the history of the Western economies 
over the next 4 vears. We are not merely resting on our 
established reputation of many years, we are still working 
hard every day at building it even better! 


Princeton Economics 


In-Europe & Middle-East 
Plantation House ~ Ground Floor 
10-15 Mincing Lane  Section-E. 
London EC3M 3DX England 
1441 01-283-6771 


A Historical Report on the World Economy & Intervention 
A200 page hard-bound special report of the world economic events and a month by month analysis of the bull market and crash in equities between 
1921-1933. providing historical research on foreign exchange. commodities. and interest rates dating back to 1876. A review of intervention and risks 


Weekly Forecasting Services provides updates via telephone or telex between 2 
103 times weekly with recommendations geared to hedging primiarly with specu- 
lation provided for position trading rather than short-term or day trading Each 
report is separate. Telex fees not included. 

1 year . 

Both services 
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When the old man goes 


The most exhilarating thing that has happened to the 
world in the past ten years hangs upon one old man’s 

ility to bequeath his revolutionary ideas to the 
uurevolutionary party he will unfortunately leave in 
sole command of his country. By 2000, if Mr Deng 
Xiaoping has his way, China will have passed from rags 
to what millions of Chinese see as riches in one short 
generation. So long as Mr Deng survives, his rescue of 
the country with more than a fifth of the world’s 
population will continue. Even if he chooses to “retire” 
from his few remaining official duties at next year’s 
congress of the Communist party, everybody will know 
that he is still in charge. But Mr Deng is not immortal, 
and he is 82 this year. Once he has gone to meet Marx, 
how can anybody be sure that China’s modernisation 
will survive its maker? 

For a few years, what Mr Deng calls "socialism with 
Chinese characteristics" looks safe enough. Plenty of 
Chinese relish the fact that he has put prosperity ahead 
of dogma, after the years in which Mao's equal-shares- 
for-all brand of communism had brought equalised 
poverty. By letting peasants keep what they earn, and 
+ paying factory workers for the goods they produce 

ther than the time and tea-breaks they consume, Mr 
Deng has made sure there are more good things to go 
around. Even the poorest get more of those things than 
they used to. Enough Chinese seem to be doing nicely 
out of the reforms to make Mr Deng's immediate 
successors think twice before junking them. 


Will the shaken-up system block up again? 
To the so-called four modernisations—of agriculture, 
industry, science and defence—Mr Deng has added 
three good shake-outs. First he cut the number of 
government ministries, and gave those that survived a 
reasonable chance of implementing his economic re- 
forms by telling local party apparatchiks to stop getting 
in the way. Then came the army's turn: old warriors 
with a yen for politicking were marched briskly into 
retirement. The streamlined People's Liberation Army 
is better equipped than it used to be, and happier to get 
on with its real job of soldiering. , 
Mr Deng has even put some ginger into the Commu- 
nist party. He has hand-picked the men to succeed 
him—the 71-year-old party leader, Mr Hu Yaobang, 
and the 67-year-old prime minister, Mr Zhao Ziyang— 
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and his successors have their successors lined up too — 


(see page 21). Elderly comrades at the top of the party 
have been encouraged to step aside by the offer of 


retirement on full perks. Those of them who still had — 


doubts about the reforms have been sent off to see how 


they work in the villages. Most have come back suitably — 


impressed. Lower down the party, Mr Deng has 
sensibly allowed ordinary members to roll up their 
sleeves, start their own businesses and profit from the 
reforms—and so won himself their support too. 

This makes it harder for the reforms to be up-ended. 
Harder, but not impossible. The chief danger to Mr 
Deng's plans for China comes from the deeply conser- 
vative institution which he has temporarily enlivened 
but which even his bold spirit has not really dared to 
reform: the one-party system. Every Communist party 
believes in its bones that it, and it alone, understands 
how to guide the country it reckons it is responsible for 
to the prophesied future. It is hard for such a party to 


stand aside and let the shape of the future be decided, _ 


instead, by the separate efforts of millions of individual 
peasants, middlemen, managers, foremen and petty 
entrepreneurs, the people who have the making of Mr 
Deng's China. 

The party's unnatural self-abnegation becomes even 
harder when its sceptics have something genuine to 
grumble about. To many old-style communists, eco- 
nomically necessary price rises can seem like unaccept- 
able inflation in a country where prices had not changed 
much in 30 years. The labour mobility that the Deng 
reforms depend on can look depressingly like unem- 
ployment to those who lack the skills newly in demand. 
The depauperisation of China means some Chinese 
getting less poor quicker than others. Then there are 
what the Chinese call “unhealthy tendencies” —black- 
marketeering, bribery and corruption. So far these 
smirches on the face of Dengism have been taken, 
correctly, as an argument for lifting more controls and 
diverting entrepreneurial energies into legal channels, 
not slapping the old controls back on. But how long will 
this good sense last? 

To worried party conservatives, such things are a 
standing temptation to reassert their right to direct the 
future. Mr Deng has not attempted to end party control 


over the economy, he has just tried to make it more — 


efficient. But can China permanently reconcile the 
13 
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centralising party? With the best will in the world, the 
en Mr Deng will leave behind him to run the show are 
eprocessed. bureaucrats, not fresh alumni of the 
world's business schools. When the going gets tough, 
their instinct will all too probably tell them to cut his 
eforms down to a size they can manage. 
That instinct will be even stronger if China's new 
iness class finds that it likes commerce more than 
ommunism, and therefore pushes for even more 
eedom. Bright people encouraged to think for them- 
lves about the way they run their working lives will 
ventually demand a greater say in how the rest of their 


S growth picks up 






















Beware inflation picking up too 
Politicians in rich countries have seldom had as much 
nomic cheer to report as they do right now. Remem- 
r double-digit inflation? Tamed. High and rising 
ort-term interest rates? Halved in five years, and still 
falling. The overvalued dollar, oil at $36 a barrel? 
Fading memories, both. Only heavy unemployment 
ins to spoil the story, and that mainly in Europe. 
ow the Organisation for Economic Co-operation and 
evelopment has produced new forecasts suggesting 
at.GNP growth in its 24 rich and largely industrial 
untries will be 3% this year, up from last year's 2.8% 
d likely to accelerate to 3}% in 1987 (see page 76). 
When the statistics are going wonderfully right for 
governments, outsiders are often of most use if they 
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ve warning of what might go wrong. In economic 
policy, a little foresight is worth a million myopic 
hurrahs, especially if it is widely shared and based on 
оте simple propositions. 





Prices are easy to boost, growth is not 
Of those notions, one matters above all: inflation is a 
nake that is easy to scotch, hard to kill. Look at what 
has happened in the OECD countries. Consumer prices 
the six months to March 1986 rose at an annual rate 
Xf 24%, compared with a peak of 144% in the first half 
f 1980. Yet a broader and truer measure of prices, the 
3NP deflator, is rising at an annual rate of 496 now; at its 
astest in the early 1980s, it never went above 10495. A 
ollapse from 143% to 2396 sounds far more impressive 
a slide from 10} to 4%; it is also far less accurate. 
d the GNP deflator of OECD countries was rising at an 
nual rate of only 3-5% even in the late 1960s, just 
before the Great Inflation began. Once started, that 
nflation was the devil to stop. It took the slump of 
1981-82 to check it; even before then, unemployment 
ad risen everywhere, and to soul-destroying levels 
nong the young in many countries. 
‘So far, so uncontroversial. No government any 
ger believes that inflation is good for growth or jobs: 
n Brazil and Argentina call a halt at 50096 or so, 



























needs of a decentralised economy with the urges of a 























challenge to 


the ultimate 
Deng will leave unre- 


the one-party control that Mr 
formed, alas, when he goes... ү is 

If China's would-be modernisers do manage to steer 
Mr Deng's reforms round all these obstacles, they still 
face the dispiriting thought that by 2000, on its own best 
projections, China will have only the GNP per person 
that the Nigerias and Thailands have today. The richer 
parts of the world will have bounded even farther 
ahead. As the problems pile up between now and then, 
the faint-hearts will ask themselves whether the toil is 
really worth the turmoil Mr Deng would say an 
emphatic yes. But he will not be around to answer back. 


lives are run That would be 
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other countries can be thankful that they took only a 
few strides down that road. Yet the notion that inflation 
is bad does not prevent many politicians in the OECD _ 
countries from chasing the chimera of real growth 
through fiscal and monetary reflation. In America, - 
several senior people at the Treasury and | 3 
Reserve talk as though demand should be pumpe пр 
whenever the quarterly figures on real GNP are flagging. - 
Many more Americans throw that reflationist argument 
at Western Europe and Japan, claiming that (a) coun- 
tries there need to grow faster, and (b) they will do so if 
their governments seek to re-expand demand. ^ oto 
Claim (a) is true, most obviously in Europe. Claim | 
(b) is fallacious; it is also deeply damaging. With their 
macroeconomic policies, governments can reflate only 
in nominal terms, not real ones. They can increase the 
supply of money, or spend more cash ог. 
more to spend by cutting taxes. All these me SW 
produce an increase in nominal incomes and spending; 
if they increase prices correspondingly— which they 
usually do, after a lag that gets shorter every year—they 
do nothing for real demand, let alone for real output. 
The damage comes when governments persist in trying 
to reflate real growth and manage only to boost prices 
at a faster and faster pace. Inflation then has to be cured 
in the most painful way possible: byaslump. — = | 
Industrial countries have as much recent experience- 
that real-growth targetry is worthless as they have that 
inflation is harmful. Yet politicians retain the language 
of that targetry, using it most recently at the Tokyo 
summit. They do not seem to realise that they are 
thereby keeping inflationary expectations alive and 
interest rates higher than they would otherwise be. 
Students of masochism have psychological explana- 
tions for this paradox, no doubt, but the economic-cum- 
political reason runs like this: the causes of slow growth 
and high unemployment are microeconomic, lying in 
such things as the educational system, the structure of 


taxes, tariffs and quotas, the inertia and/or power of 
managers and trade un | r 


housing market, pen- 

































_ sion schemes and so on. Changing these things involves 
_ lengthy analysis, followed by unpopular legislation, and 
. then a long wait before growth picks up. The legislation 
_ is unpopular because most oppositions support the 
" many pressure groups whose sole purpose is to defend 
-their own privileges at the expense of other people's 
. rights. Most politicians in office shrink from such rows. 
- How much easier to spend a bit more or tax a bit less 
han to change minimum-wage laws or the closed shops 
lawyers or the subsidies and protection for bad 
. teachers and rich farmers and dying textile firms. 
- . Because microeconomic reform is so thankless, few 


Taxing credulity 















ir, simple and efficient 


Та June, the American Senate may astonish itself by 
making the biggest change in America's tax code since 
Franklin D. Roosevelt was in the White House. As it 
.. Stands, the Senate's bill closes hundreds of tax loop- 
holes, and uses the extra revenues to collapse the 
^. present 14-bracket system of personal tax to just two 
- bands, with income taxed at 15% and 27%. And the 
E basic rate of profits tax falls from 46% to 33%—a cut 
ved by cancelling favours that this and earlier 
Congresses bestowed on industries with political clout. 
_ At stake in the Senate debate is a political revolution, 
‘as well as an economic one. The chances of making 
fundamental changes in American taxes were until 
. recently rated as nil. The losers, old Washington hands 
_ Said, would be those who had lobbied successfully for 
tax breaks before. As nothing had happened to dimin- 
. ish the power of these lobbies they would, according to 
*5^ sceptics, frustrate this attempt at reform just as they 
> gall previous ones. Even President Reagan's support 
for the cause seemed to no avail. 







| Miracles can be reality 
A few weeks ago, the Senate Finance Committee was 
running true to. form, diligently restoring loophole after 
loophole in its version of the bill. Many were sillier than 
those in the present code. Then the committee made a 
remarkable about-turn. True, the new plan will be 
changed, first probably by the full Senate, then certain- 
. dyin the conference committee of the Senate and the 
- House of Representatives, which must reconcile the 
Senate version with that agreed by the House at the end 
of last year. Nonetheless, the odds have shifted in 
-. favour of real change. The conversion of the Finance 
.. Committee—and the way its members have been laud- 
. edinthe press—has given the cause political oomph. 
< Few other economic changes could have a more 
irect effect on millions of individual Americans, or 
тре. greater changes іп the way America does 






e business. The benefits of an economically neutral tax 


m are as obvious as they are hard to add up. In the 





t г hit: America’ s Senate is pondering a tax code that is 





bly, Oregon’ s Senator Bob Packwood—the Finance 
President. Reagan—and every elementary. Co 

















governments have tried it. America has probably — 
cleared most micro blockages in the past six years or so 
and it had fewest to start with. In almost every OECI 
country, market rigidities are greater than they were i 
the 1960s. Which means that unemployment is higher 
Which means that governments are under grea’ 
pressure to seek faster real growth by reflating nomina 
demand. Which means that, even as consumer-pri 
inflation keeps edging down, the risk of it jumpi 
again is still there. 

Bond markets know that. Long-term interest ra 
have been rising in the past few weeks. 














Reforming taxes 


Present system yet 
































T T proposed 
uud system 


economics textbook—the goal is a codé that i is simp 
fair and efficient. 
A tax system festooned with shelters is a clear failt 
on all three counts. It is complicated by definitio 
Unfair because it means that people with simi 
incomes can be taxed at quite different rates. Inefficien 
because firms and consumers choose to earn and spenc 
in ways that make sense only to their tax accountan 
Whenever governments try to meddle with taxes 
result is not the efficient free-market outcome, nor t 
pattern of spending deemed politically desirable by t 
government, but some hopeless tangle in between. 
By ridding the tax code of most of its shelters, th 
Finance Committee’s bill carries a big bonus: muc 
lower tax rates: It is a virtuous circle. Fewer tax breaks. 
mean lower tax rates, and both halves of that equation - 
serve the three aims of tax reform. Some economists | 
worry about the short-term dislocation that such change - 
might cause, but their talk ignores the gains from letting — 
the market work. Conventional economic models can- 
not capture the increase in efficiency that will come 
from cutting and simplifying taxes. 
Enthusiasm for the bill is fully justified, but should _ 
not disguise the fact that the Senate can make it better 
as well as (more easily) make it worse. For example, t 
bill's two-band personal-tax structure is a cheat. Ove 
range of higher incomes, the 15% band shrinks, raisi 
the true marginal tax rate for those in the 27%. band 
32%. At still higher incomes, personal. exemptions 
to be withdrawn, adding roughly 15 percentage poii 
per household- member to the marginal rate. A mor 
serious defect, and one that is much harder to put right 
is that the bill ignores inflation—like every other pla 
for American tax reform except the Treasury's origina 
version in 1984. As a result, the burden of the system 
will shift as the inflation rate changes. 
Whatever becomes of the tax bill, its progress. 
recent weeks has already taught a lesson that applies t 
more than tax reform, and beyond America. Improba: 


mmittee’ s chairman, and hitherto a champion of t 






































gressional deal-making—has provided the text. Basking 
in praise for the way he had routed the special-interest 
roups, he said: “If you don't believe in. miracles, 
you're just not a realist.” 

The. Treasury's first plan for tax reform was even 
more sweeping than the Finance Committee’s bill. 
Jnrealistic, said everybody, including the treasury 
cretary himself, Mr James Baker. The next version, 


oreigners often make the best entrepreneurs 


is a quirk of human nature that a country’s most 
ccessful wealth and job creators are often its most 
sented residents: the Jews in pre-war Germany, the 
sians in Idi Amin's Uganda, the Chinese in South- 
ast Asia, the Ibos in Nigeria. Part of the explanation 
of course, that many self-made men are outsiders in 
e country where they make their money, including 
vo of the three British entrepreneurs we look at this 
(see pages 81-82). Derring-do, and a willingness 
upset the establishment, come easier to the outsider 
an to people whose lives are so settled that they feel 
y have little to prove. 
vat is why those in America, Britain, France and 
sewhere who have campaigned for even tighter immi- 
ation laws “to protect jobs" are short-sighted. The 
benefits that flow from freer trade in goods and services 
ply equally to the freer flow of capital and people. 
mmigration laws are as much a restriction on economic 
tivity as tariffs or exchange controls. To accept this 
ill require radical rethinking by politicians. A call to 
sen the immigration laws is usually associated with 
libertarian and one-worlder fringes, and runs 
unter to political orthodoxy which seeks to pander to 
cial prejudice and nationalism. 
Even America, whose strength has been built on 
successive waves of immigration, is busy trying to keep 
people out. The spectre of a human flood of “wet- 
backs" pouring across the border from Mexico terrifies 
many gringos. In South-East Asia, Chinese minorities 
е tolerated by rulers from a different race who are 


iunning for Africa 





A brisk trot on a spring day makes the body feel 
brighter. Jog it for a good cause and the soul feels 
hter too. The Race Against Time, in which some 20m 
sople sped non-competitively through the world's 
eets last Sunday, was a credit once again to the 


ou-scratch-my-back-I’ll-scratch-yours school of con- - prepared under closer supervisio 


lore immigrants, please 


ass the baton from food aid to long-term development | ТО c Cm 





jon, made countless 
concessions to special interests. Thanks to those *com- 
promises", everybody else felt free to scramble for 
favours, and the plan was soon written off. The cause - 
has revived only by taking giant strides back towards 
first principles—to a bill that is clearer in purpose and 
therefore harder to tamper with. Tax reformers else- 
where please note: the impossibly radical idea can 
sometimes be the politically realistic one as well. 








nonetheless happy to exploit Chinese commerc 
shrewdness so long as they share out the spoils and uw: 
not aspire to political power. Yet the Chinese commu- ~ 
nity remains an obvious scapegoat for unscrupulous 
demagogues wantingtofantension. — o0 oo oe 
In Western Europe the prejudice is the same, though 
the problem is subtly different. In several countries itis |. 
much more acceptable to inherit money than to make it. _. 
Britain, in particular, has a monied class skilled at 
seducing and absorbing parvenus. Whil є i 
who makes his pile in metal bashing or groceries is - 
likely to revel in it, the self-made British businessman > 
tends to aspire to the style of old money—wooded 
acres, cold houses, riding to hounds. ' 
Shorn of an empire and still fumbling for a role, 
Britain needs to change this country-gent mentality if it 
is to stop growing relatively poorer. Enterprising immi- 
grants can help it make the change. Margaret Thatcher | 
is unlikely to listen, but her eventual successors may be 
converted to more enlightened immigration laws. They 
could make a good start by encouraging more ^ 
Hongkong's Chinese to come and live in Britain thi 
the outrageous present passport laws permit. Instead ог 
keeping them out, wise politicians should be thinking 
up ways of attracting to Britain some of the most. 
entrepreneurial and energetic people in the world. 
Those who have turned a few miles of barren rock into 










‚ап economy with average incomes. equal to Italy's 


would find it a cinch to make money—and jobs—in 
Liverpool and Newcastle. Doa a HRS V osa 





scruffy Dublin charisma of Mr Bob Geldof. His Sport 
Aid seems likely to gross rather more for African 
charity than the amazing $70m-plus raised by his Live 
Aid concert last summer, even without the Americans, 
who were this time holding hands across their continent 




















for the charity that begins at home. 

Be proud for the donors, but understand some 
recipients’ qualms. Africans are rightly irritated by the 
latest appeals to feed the starving, partly because not 
many of them are starving this year, except because of 
wars (Sudan, Mozambique) or Marxist idiocies (Ethio- 
pia). Africa is a continuing potential disaster but, for 
most of it, disaster looms tomorrow rather than today. 
The past year’s rains have been good almost every- 
where. Presents of cheap grain can depress the local 
market, ruin local farmers and reinforce the taste for 
foreign produce. Too much of the rich world’s publicity 
about Africa—the long muddle summed up in one 
photograph of a starving child—is guaranteed to put off 
the hard-headed foreign investors and traders that 
Africa needs in the longer run. 
~ an be a prosperous continent 

Geldof and many of his friends are also keener on 
wug-term cures—seeds, schools, clean water, clinics, 
roads, power—than on palliatives like food aid. Con- 
temptuous of all governments, they agree that new 
domestic policies are needed in dozens of Africa’s tiny 
countries, and some large ones (Nigeria, Zaire) whose 
mistakes match their size. 

Many African governments are inching away from 
these mistakes, but some are still asking to be aided to 
continue to perpetrate them. At the United Nations 
special session on Africa, official spokesmen are once 
again arguing that all the trouble is caused by the 
wickedness of outsiders, past and present, under the 
heading of imperialism (post-, neo-, racial-, put your 
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own prefix). This supports their claim that the cure is to 
give more money to the governments they are part of. 
The more incompetent the government, the more it 
wants money to help it go on being incompetent. The 


UN is asked to back a policy of woolly benevolence, $ 


even the reasonable parts of which (such as a general 
reassessment of debts that are anyway unpayable) 
would perpetuate foolishness and reward some thieves, 
not just the unlucky. The worst aid is that which enables 
a government to prop up an overvalued exchange rate, 
which has the effect of keeping down the prices paid to 
farmers (thus cutting their output) and subjecting 


imports to local licences (which the politicians’ broth- _ 


ers-in-law sell). 


Most of Africa's errors are home-made. But so are - 
the often forgotten things that have been done right: - 


Zimbabwe's farming, Tanzania's literacy, Cameroon's 
growth rate. Official help from outside has been most 
effective where tough advice has been taken by African 
governments (Malawi and Botswana in the 1970s, 
Ghana and Zambia recently). The kind of aid discredit- 
ed by recent experience is that given regardless of 
merit, to governments bound to misuse it. 

The great virtue of private-sector help, as mustered 
by Sport Aid and the longer-term fund-raising charities, 
is that it can and should be spent selectively, to back 
small initiatives that really do good. It can also remind 
the big aid donors of how to get value for money. But 
these advantages will be lost if Africans continue to be 
portrayed as the starving ones, mouths open, hands 
idle. That is a false image. Those who wish Africa well 
should run it out of town. 





No, minister 


ritain would be governed better if its civil service were more political 


After seven years of a supposedly radical government, 
much of Britain's civil service remains overpaid, demor- 
alised and unreformed. Its supposed watchdog, the 
House of Commons Treasury select committee, has 
come up with a mild yap on relations between civil 
servants and ministers which says little more than that 
they need improving. On one issue, however, the 
committee is commendably direct: the time has come to 
end the tradition, now exclusive to Britain, that civil 
servants should be treated as neutered chameleons who 
serve ministers of any party with equal effectiveness. 
With few exceptions, the story of Mrs Thatcher's 
government has been of radical intentions inadequately 
implemented. Failures have sometimes been the result 
of circumstance; but, as many Whitehall refugees told 
the committee, most of the blame must go to the inability 
of ministers to direct the warring departmental interests 
theoretically under their control. The head of the civil 
service, Sir Robert Armstrong, peddled the old line that 
civil servants are the loyal executors of ministers' policy. 
This is archaic fantasy: witness the trouble Mrs Thatcher 
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has had with, for instance, the Foreign Office over the 
EEC, with the environment and education departments 
over local finance, with the Inland Revenue over tax 
reform. Mrs Thatcher's politically lightweight and oft- 
reshuffled colleagues have not had the executive clout to 
implement her policies. They have been denied help, 
either from a strong policy unit at Downing Street or 
from within their own offices. As the Westland affair 
demonstrated, they have perforce politicised their civil 
servants, with often disastrous results. 
Hence the committee's recommendation: 


Ministers should be able to play an active role in selecting 
the key officials who are going to work with them in 
planning and implementing their policies . . . there should 
be regular infusions, temporary and permanent, of highly 
motivated people of proven ability into the higher civil 
service . . . a minister's Policy Unit should be instituted to 
strengthen the minister, increasing his influence and con- 
trol over the department, putting him in a better position to 
participate in the collective decision-making of the cabinet. 


These policy units—the committee draws back from the _ 
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: French word, cabinets—might comprise civil servants, 
political advisers and co-ordinators and press officers. 
Constitutionally, they would simply be an extension of 
he minister’s own office. 

The related proposal to end Whitehall’s de facto 
losed shop in top posts is more drastic, but equally 
desirable. Any bureaucracy needs to balance continuity 
nd innovation. Whitehall is so biased towards the 
ormer as to have become the butt of satire. With the 
rmed forces and the churches, the mandarins think 
hat no one should. be admitted to their upper echelons 
yhose career has not been devoted to their calling. The 
elect committee suggests political involvement in se- 
or appointments. It should have gone further and 


ritain’ s accountants and its financial regulators cannot 
gree on the role of auditors. The Bank of England and 
the Securities and Investments Board (SIB) want the 
ditors to co-operate with them in stamping out fraud 
d incompetence in the City of London. The accoun- 
ts reply they would love to do so, but are scared that 
les involving them closely with the regulators would 
crease their already frightening liability problems. 

They are thereby shirking a duty, and missing an 
opportunity. Teaming up with the regulators would be 
their best defence against lawsuits. 

Several heavy lawsuits—and more lighter ones—are 
already hanging over the heads of auditors of City 
irms. Arthur Young, for instance, is being sued by the 
ank of England for its audit of the failed Johnson 
Matthey Bankers and by names at Lloyd's for its audit 
f the PCW syndicates. Accountants say their unlimited 
iability and former insurance cover combine to make 
hem inviting targets for the litigious. Some say they can 
no longer get full insurance cover, no matter how much 
they offer to pay. Yet, so far, no accountancy firm has 
dared to let a case come to court. 

< Instead, firms have preferred to settle privately and 
o lobby for three privileges from the authorities, 

without offering any concessions in return. First, for 
some legal cap on their liability for negligence. Second, 

for exclusion from scrutiny by the SIB even when they 
are diversified firms offering investment advice as well 
auditing services. Third, for permission to convert 
hemselves from partnerships into limited companies. 

һе authorities ought to look favourably only on the 
third demand, and then only when the accountants have 
struck a deal with the City regulators. 

In a discussion paper published in January, the 
government suggested that auditors should have a duty 
о report fraud or irregularities in client companies to 
the SIB. The Institute of Chartered Accountants (ICA) 
otests, with some justification, that such a duty would 
ate “open-ended liability problems for auditors". It 








Bringing auditors to book 


3ritain' 5 accountants can help curb financial crimes 


роза that all posts of анасон and bos 
(including diplomats) be filled by open advertisement 
subject to all applicants having worked in the privat 
sector for a spell. Those filling these posts—each for | 
fixed term—would be selected by the Civil Servic 
Commission, with ministers having a right of veto. 

The only way of introducing such reform is for Mr 
Thatcher to demand it. When she took office, sh 
declared herself a Whitehall conservative, hoping tha 
officials might work better for her that way. She resiste 
political staffs for cabinet ministers, suspicious that he 
colleagues might become too soft or too powerful as 
result. They have merely become overworked an 
ineffective. She was wrong oe 








reckons that whenever a company gets into unforesee 
trouble there will always be something that, in hinc 
sight, the auditor should have reported.. 

The Bank of England also wants auditors of banks t 
tell it when they uncover fraud, without necessaril 
informing a bank's (maybe crooked) directors. The ІС 
protests that this would compromise their relations wit 
their clients—bank directors might withhold inform: 
tion if they thought their auditors were policemer 
Accountants also worry aloud that such snitching coul 
lay them open to lawsuits from a bank or its sharehok 
ers if, by starting a false rumour, they cause th 
reputation of the bank, and its share price, to suffer. ` 


The way to partial immunity —. 

The accountants' arguments are untenable. Audito 
coming across something fishy in the books ought 
have an obligation to alert the regulators. In norm: 
circumstances, they should also report the suspecte 
illegalities to the client company's board of directors « 
audit committee—except when it looks as if the dire 
tors themselves are guilty of fraud or want to hush u 
the misdoings of their employees. 

British accountants would do well to announce loud 
that they are keen to help deter financial crime. Wil 
the regulators on their side, they could then reasonab 
ask for at least partial immunity in those cases whe: 
they carried out their duty to report, and for discretic 
to change themselves from partnerships into limite 
companies as many brokerage houses have done. Ne 
friendship between accountants and City regulato 
would put some litigants to flight. Other litigants net 
to be challenged, with accountants taking cases to cou 
to establish at last a tighter, clearer legal definition - 
their duties. 

It makes sense for accountants to act soon, on the 
own chosen ground and while they can still get insu 
ance, rather than be dragged before a judge late 
unwilling, unprepared an uninsured E 
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The grandsons with an eye 
on Dengs inheritance 


FROM OUR CHINA CORRESPONDENT 


Deng Xiaoping is said to have enjoyed a 
hearty chuckle over the worried specula- 
tion in the West about his health when he 
'icked out of view for three months 
rlier this year. China's leader later 
"reappeared in what seemed to be the 
rudest of good health for a man who will 
turn 82 this year. He claims he wanted to 
show that China's market-based econom- 
ic reforms and its open door to the 
outside world do not depend on him 
alone. But even if Mr Deng can still relish 


a joke at the expense of the nail-biting . 


set, it will be no laughing matter for 
China when he goes for good. Who will 
be there to take his place? 

His own choices for the succession— 
the party leader, Mr Hu Yaobang, and 
the prime minister, Mr Zhao Ziyang— 
seem securely settled in power. Mr Deng 
claims that it is not he but they who are 
running China these days. But they are 
not young men either—Mr Hu is 71 and 
Mr Zhao 67—and the real answers about 
the fate of Mr Deng's reforms will be 
given by the generation of party leaders 

st behind them. To make sure that 

hina's modernisation is not thrown into 
“reverse, Mr Deng may be getting ready to 
anoint his successors' successors in time 
for China's next party congress, in Sep- 
tember next year. 

There are four main contenders for the 
succession to the two top jobs. They give 
some clues to the currents that will shape 
Dengism after Deng. 

The man thought likeliest one day to 
replace Mr Zhao as prime minister is Mr 
Li Peng, who is 56. Orphaned at the age 
of three, he was adopted by Mao Ze- 
dong's much-revered prime minister, 
Zhou Enlai. Mr Li is a well-educated 
technocrat who would probably continue 
the Deng reforms, though he has stayed 
on good terms with those who have their 
doubts about them. He studied at com- 
munist China's first engineering college, 
and rounded off his education in the 
1950s by studying hydroelectric engineer- 
ing in Moscow. He was promoted to vice- 
premier in 1983, and has since taken on 
responsibility for the nuclear power pro- 
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gramme, heavy industry and, most re- 
cently, education. 

Mr Li was promoted to the Politburo 
last September, and other things mark 
him out as a future heavyweight. Perhaps 
because of his early Moscow connections 
and his knowledge of Russian, it was Mr 
Li who was sent last year to Chernenko's 
funeral, where he met the new Russian 
leader, Mr Mikhail Gorbachev. The two 
had another chat last December, when 
Mr Li made a brief stopover in Moscow 
on his way back from Eastern Europe. 
China's leaders do not trust just anybody 
to talk to their old Russian enemies. 

Mr Li may have further improved his 
chances of becoming prime minister by 
not sounding too. adventurous about re- 
form and by managing to stay on good 
terms not only with Mr Deng but also 
with some of his critics. These include 
China's president, Mr Li Xiannian, and 
Mr Chen Yun, who last year used evi- 
dence of growing corruption to argue that 
Mr Deng's "socialism with Chinese char- 
acteristics" was showing some unhealthily 
capitalist tendencies. 

Mr Li's reliability has been tested by 
the relative freedom he has enjoyed to 
travel abroad during the past two years. 
Besides Russia, he has visited France, the 
United States, North Korea and several 
countries in Eastern Europe. It was also 
the steady, reliable Mr Li whom the party 
elders chose last year to placate students 
demonstrating against the flood of im- 
ports into China from Japan. 

But for all his strengths, Mr Li has a 
rival for the prime minister's job: another 
56-year-old, Mr Tian Jiyun. Mr Tian 
seems to be a protégé of the present 
prime minister, Mr Zhao. The younger 
man followed him to Peking when Mr 
Zhao left his former job as party boss in 
Sichuan to move on to higher things. Mr 
Tian is now the vice-premier in charge of 
financial reform. 

Like Mr Li, Mr Tian also joined the 
Politburo last September. His star may 
have slipped a little since then. Because 
he is so closely associated with the Deng 
reforms, Mr Tian was obliged earlier this 
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Hurry up, says young Hu 
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year to take public responsibility for some 
of the difficulties they were causing: rising 
inflation, the sudden depletion of foreign- 
exchange reserves and the drop in grain 
production, In March, while the rest of 
his comrades were in Peking for a meet- 
ing of China’s parliament, Mr Tian was 
doing time in the provinces, explaining té 
farmers who have found more profitable 
things to do why it was still their job to 
grow grain. 

When it comes to the party leadership, 

one good Hu, it seems, deserves another. 
Mr Hu Yaobang is no relation to his likely 
successor, Mr Hu Qili, but, like Mr Tian, 
both Hu the elder and Hu the younger are 
considered by their more conservative 
„comrades to be too liberal by half. The 
55-year-old Mr Hu Qili (who also climbed 
into the Politburo last September) is an 
outspoken reformist. Like Mr Deng, he 
argues that China must discard outdated 
Marxist principles. Unlike Mr Deng, he 
does not bother to disguise his ideas with 
Dengist euphemisms about a “commod- 
ity economy". He talks unequivocally 
about creating what he calls a “market- 
oriented economy". 

It may be the party's doubts about Mr 
Hu's ideological correctness that account 
for the rapid emergence this year of a 
fourth new face, that of Mr Qiao Shi. Mr 
Qiao, who is 62, was elected to both the 
Politburo and the party secretariat last 
September and became a vice-premier 
this spring. He seems to represent the 
conservative wing of the reform group. 

As head of the department responsible 
for running the party's bureaucracy, Mr 
Qiao has earned himself a reputation as 
Mr Hu Yaobang's hatchet man, the su- 
per-cop of the Deng regime. In January 
he was put in charge of a special anti- 
corruption drive that is intended to clean 
up the government, the party and the 
army. He is a relative newcomer to the 
party's inner circle, but so far he has used 
his considerable power over the secret 
service, the legal system and China's 
500,000 armed policemen with aplomb. 

That makes four eventual candidates 
for the two top jobs, and nobody is yet 
sure which of the new gang-of-four hope- 
fuls will make the grade. Even if Mr Deng 
Xiaoping lives long enough to preside 
over the transition from the men now in 
their sixties to those in their fifties, he will 
not necessarily get his way. 

Two members of China's five-man 
standing committee (the powerful inner 
group of the 20-man Politburo) have 
strong reservations about Mr Deng's re- 
forms. The country's octogenarian Presi- 
dent Li is a figurehead these days. But Mr 
Chen Yun, though also in his eighties, is a 
tougher nut. Although he supported Mr 
Deng's efforts to rescue China's economy 
from the Maoist follies, he wants the 
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central planners to be given some of their 
power back. Mr Chen is the rallying-point 
for other critics of the reforms. 

3 Mr Deng would like his fellow 80-year- 


- olds to stand down and let the 60-year-old 


striplings get on with the reforms. The 
other old gentlemen seem unlikely to 
comply. If Mr Deng still keeps a hand on 
the tiller—even if he formally “retires” at 


South Africa 


next year's congress—you can bet Mr 
Chen will have a hand there too. On May 
4th Mr Hu Qili confirmed that “а number 
of old revolutionaries who have rich expe- 
rience and high prestige" will be around 
to keep an eye on things. Reformist 
though he is, young Mr Hu can see that 
that description fits Mr Chen just as well 
as it does Mr Deng. 





The fires burn brighter 


South Africa's slide towards civil war grew even more confused this 


week. A corre 


ndent in South Africa reports on blacks fighting blacks 


in the country's worst-ever township violence, and on the assault by 
white ultra rightists on the Afrikaner political establishment 


South Africa's mother city of Cape Town 
is living through what relief workers call 
the "greatest human tragedy in its histo- 
ry". More than 40 people have been 
killed and 30,000 left homeless in a fort- 
night of fighting between rival forces in 
three black squatter camps on the city's 
outskirts. Where 3,000 shacks once 
stood, there is now desolate veld and 
smouldering ruins. Bulldozers are flatten- 
ing the deserted shells of houses. 

The fighting has officially been de- 
scribed as black-on-black violence or fac- 
tion fighting. But the, war in Greater 
Crossroads, as the squatter complex is 
called, is part of a wider and intensifying 
struggle in the black community between 
conservative and radical forces—between 
"vigilantes", allegedly backed by the po- 
lice, and the anti-apartheid activists 
known as the “comrades”. 

Greater Crossroads consists of four 
zones: the core area of Crossroads proper 
and three smaller settlements known as 
Nyanga Bush, Nyanga Extension and 
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Portland Cement (named after a near 
factory). The core area had a population : 
of about 47,000, the three smaller settle- 
ments together some 38,000. The fighting 
was between Crossroads proper and its 
three satellites. 

Crossroads proper is controlled by two 
squatter bosses, Mr Johnson Ngxobong- 
wana and his lieutenant, Mr Sam Ndima. 
Their “vigilante” leadership is said to be 
dictatorial, and they allegedly make 
R40,000 ($17,200) a month from the one- 
rand rental they charge each head of 
household. The three smaller areas were 
under the control of “comrade” leaders, 
Mr Melford Yamile, Mr Alfred Siphika 
and Mr Christopher Toise. 

Organisations affiliated with the anti- 
apartheid United Democratic Front 
(UDF) were strongly entrenched in the. 
satellites. Guerrilla fighters of the Afri- 
can National Congress were said to be 
relatively safe there, and arms were r 
portedly made available to them. Tv 
policemen have been killed in the past 
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Not quite the threat it seems 


South Africa’s National party, which has 
been in power continuously since 1948, 
faces a new threat from among its own 
Afrikaner people. The Afrikaner Weer- 
standsbeweging (Afrikaner Resistance 


Movement) has recently disrupted three ' 


National party meetings in succession. 

These actions by the storm troops of 
the AWB, inspired by their leader, the 
bearded Mr Eugene Terre'Blanche, 
have grave implications for the National 
party. In rural areas of the Transvaal and 
Orange Free State, and perhaps in some 
white working-class suburbs in the towns 
and cities, the now faces the bleak 
prospect of either holding its public 
meetings under heavy police guard (as it 
had to do when the minister of law and 
order, Mr Louis Le Grange, addressed a 
rally in the north-western Transvaal 
town of Ellisras), or of being driven into 
semi-secret gatherings. 

The National party has faced chal- 
lenges from the far right before. In 1969 
Afrikaner rebels broke away in protest 
against the cautious reforms of the then 

prime minister, John Vorster. They 
formed the Herstigte Nasionale party 
(HNP), which has been a thorn in the 
Nationalists’ flesh ever since. 

In 1982 another, bigger, bank of ultra- 
rightist members peeled away, again 
because of objections to National party 
reforms, to create the Conservative par- 
ty. Both the HNP and the Conservatives 
claim the legacy of Hendrik Verwoerd, 
the father of "classical" apartheid. Both 
think that President Botha's “neo-apart- 
heid" is an inevitable step to black 
majority rule. The issue that oddly seems 
to divide the HNP from the Conservatives 
is sport: the HNP thinks that visiting 
foreign teams should have to comply 
with apartheid, the Conservatives follow 
Vorster in saying that they need not. 

The far-right parties have been build- 
ing up support steadily since the 1981 
general election. But until recently the 
National party has not had to contend 
with more than a few obstinate hecklers. 
In the past two months, however, things 
have changed dramatically, as the AWwB— 
which insists that it is a movement rather 
than a party—went on to the offensive, 


few weeks in these zones. 

Mr Roseberry Sonto, of the UDF-affili- 
ated Cape Youth Congress, says that the 
war against the three “progressive” zones 
was started by Mr Ngxobongwana's “сог- 
rupt vigilantes acting in concert with the 
police". He claims that the vigilantes had 
been let loose to eradicate the “progres- 
sive" movement from Greater Cross- 
roads, and simultaneously to eliminate 
rival claimants to leadership of the squat- 
ter settlements. “The vigilantes,” he says, 
“feel threatened by the growth of groups 
like the Cape Youth Congress. To de- 





disrupting National party meetings in the 
towns of Brits, Pietersburg and Warden. 
The reason for the change is not hard to 
find. The other ultra rightists are against 
any reform of apartheid, but they believe 
in a parliamentary democracy (for 


whites). The AWB's people are genuine 
fascists. For once, that much-abused 
word can be used with some claim to 
accuracy. 

The Aws is inspired by a desire to 
restore the nineteenth-century Boer re- 
publics, of which white supremacy and, 





Aführeroffew  - 


within that, Afrikaner dominance were 
the cornerstones. The AWB asserts that it 
is the true guardian of the Afrikaner 
volk, and claims that the National party 
is led by verraiers, or traitors. It goes 
beyond that, however. The aws believes 
that South Africa should be organised as 
à corporate state in which people are 
represented by the institutions to which 
they belong (business, labour) rather 
than by parliamentarians. It has no use 
for what it calls the “British-Jewish par- 
liamentary system", 

Mr Terre'Blanche is a former police- 
man who stood, and lost, as a candidate 


stroy us suits them and suits the 
government." 

The vigilantes attacked the three 
camps, burning shacks and killing people, 
and themselves suffered casualties in 
counter-attacks. The vigilantes | are 
known by the Afrikaans word witdoekies, 
because of the white headbands or doe- 
kies which they wear as identification. 
Some of those killed were “necklaced”: a 
grisly form of township execution in 
which a car tyre doused in petrol is placed 
around the victim's neck and set alight. 

The witdoekies won the fight. All of the 





for the HNP in both parliamentary and 
provincial elections before forming the 
AWB in a garage in 1973, Of President 
Botha he says, “He is a weak man, 
surrounded by weaker men, who is on 
the road to power-sharing with blacks. 
But blacks don’t want to share power. 
They want to take power.” Mr Terre’- 
Blanche claims support for the AwB in 
the police and the army, but refuses to 
divulge the extent of his movement's 


membership. “P. W. Botha would liketo f à 


know the figure," he explains. 

But for all the anxiety over the AWB, 
with its swastika-like emblem of three 
sevens decorating Nazi-like flags, its ap- 
peal may well have been exaggerated. 
On the Sunday before the Aws broke up 
the Pietersburg meeting, an opinion poll 
by a reputable company, published in 
the Afrikaans newspaper, Rapport, 
showed that nearly 58% of Afrikaners 
supported the National party. In the 
white electorate as a whole, the National 
party was supported by 47%; the com- 

ined total for the Conservatives and the 
HNP was less than 19%. The AWB is not a 
political party, so its support was not 
measured in that poll. But it is unlikely 
to be attracting many people who do not 
already say they support the Conserva- 
tives or the HNP, and probably does not 
add much to the share of the population 
with ultra-right sympathies. 

The polls, by contrast, produce some 
nice surprises. They show a steady liber- 
alisation of white attitudes on issues such 
as racial segregation in residential areas 
and schools. For example, the number of 
whites advocating unqualified retention 
of the Group Areas Act, which provides 
for compulsory residential segregation, 
has fallen from nearly 35% in 1981 to less 
than 25% today. 

AII this suggests that Mr Botha's poli- 
cy of cautious reform, combined with 
toughness in dealing with black rebellion 
in the townships, is garnering support 
from most whites while provoking ye 
terical resistance from a Les As it holds 
117 of the 166 elected seats in the white 
chamber of parliament, against a mere 
18 for the far right, the National party is 
not yet under much of a threat. Provided 
that it does not panic, and that Mr 
Terre'Blanche is not the führer he likes 
to proclaim that he is. 


3,000 shacks that were demolished were 
in the "progressive" zones. Not a single 
shack was set on fire in Mr Ngxobong- 
wana's Crossroads. The police are alleged 
to have helped his fighters, either by 
turning a blind eye when they set fire to” 
enemy shanties or by beating back as- 


saults by the comrades in the name of 


preserving law and order. 
The leaders from the three burnt-out 


settlements took refuge in yet another - 
squatter settlement, known as KTC. They, - 
and KTC's leaders, feared that this settle- _ 
ment was next in line for attack, and . 
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. asked the Supreme Court for an interim 
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order restraining the security forces and 
vigilantes from unlawfully attacking it. 
Allegations of police support for the 
witdoekies were made in affidavits sub- 
mitted to the court. One of the squatter 
leaders, Mr Siphika, said a vigilante lead- 
er had boasted of being given 200 guns by 
the police to wipe out a rival camp. The 
judge granted the petition. 

By Thursday the Crossroads war was 


. temporarily at a standstill. This left the 
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immediate challenge of providing food 
and shelter to 30,000 homeless people. A 
relief operation has begun, under the 
leadership of the Red Cross, St John's 
Ambulance and the churches, and sup- 
ported by western countries. The govern- 


.. ment plans to shift the homeless to the 





; 
Ё 


m 
' 


E 
h 


Е: 
d 


huge settlement area of Khayelitsha, 


. more than 25 miles away from Cape 


. Town. Since this is another stronghold of 
Mr Ngxobongwana, it is unacceptable to 
the 30,000 roofless squatters. One of their 
leaders, Mrs Maggie Bambo, has sworn 
to fight the move to Khayelitsha. “They 
will have to kill us before we move,” she 
said. “There will be a blood-bath.” 


Japan 
Double or quit 


FROM OUR TOKYO CORRESPONDENT 





Japan's on-off summer election is on 
again, thanks to quick footwork by the 
prime minister, Mr Yasuhiro Nakasone. 
The plan is to hold polls for both the 
lower and the upper houses of parliament 
on July 6th. This is an inauspicious day in 
the Buddhist calendar, but Mr Nakasone 
is willing to risk it because a double 
election and his own popularity are ex- 


Nakasone takes a right step forward 
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Nakasone's challenge 
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pected to help his Liberal Democratic 
party increase its majority. 

It has been assumed for several months 
that Mr Nakasone would call a summer 
election to better his chances of remain- 
ing prime minister when his current two- 
year term in that job expires in October. 
The assuming suddenly stopped in mid- 
May when Mr Nakasone was weakened 
by the rising yen and seemingly outsmart- 
ed by a new electoral reform law. The law 
prevented a lower-house election before 
July 6th, while the Diet's recess, due on 
May 22nd, meant that the upper-house 
poll had to be conducted by June 22nd. 

With hindsight, Mr Nakasone's solu- 
tion looks obvious. He will call a special 
session of the Diet on June 2nd, ostensi- 
bly to discuss the economy but actually to 
push the upper-house poll forward to July 
6th. But hindsight is needed because the 
extra session needed approval by parlia- 
ment, and his Liberal Democratic col- 
leagues vowed to block it. On May 26th, 
Mr Nakasone persuaded them to accept 
the session and the election. 

The issue of the prime ministership, 
however, remains unclear. Mr Nakasone 
let it be known (but not from his own lips) 
that he will not after all seek a third term 











Liberal Democratic party otes 
аз % о! totalseatsinthe 60 000) 
lower house Liberal Democrats 25,983 45.8 250 48.9 
«| Socialists 11,065 195 112 21.9 
ане Komeito (Clean 
elections Government) 5,746 10.1 58 11.4 
Communists 5,302 9.3 26 5.1 
Democratic Socialists 4,131 7.3 38 7.4 
New Liberal Club 1343 24 8 1.6 
Total seats Oth 3 5.7 3.7 























as prime minister. That won over all his 
adversaries but Mr Kiichi Miyazawa, 
chairman of the party's executive com- 
mittee, who loathes Mr Nakasone and 
thinks no election should be held until 
there is a new prime minister. Mr 
Miyazawa was outvoted. But his face had 
to be saved by an apparent shift in 
economic policy towards his reflationary 
ideas. Mr Nakasone says he will no longer 
insist on cutting government spending, 
and will inject an extra Y3 trillion ($18 
billion) into the economy. 

Both these concessipns are slippery. 
Government spending cannot be raised 
until after the election; and this change 
will be blocked by the finance ministry, 
which argues that the economy will recov- 
er towards the end of the year. And will 
Mr Nakasone step down? His chance of 
changing party the party's rules to get а 
third term is already slim. Like General 
de Gaulle, the prime minister really has 
to wait to be called rather than force the 
issue. 

A landslide election victory could make 
it a little more likely that the party will ask 
him to stay on in October, provided there 
is a deadlock then between the other 
prime ministerial candidates. More prob- 
ably a big victory will help Mr Nakasone 
become a king-maker after he steps 
down. He could always be called back 
later for another term. 

Will he win by a landslide in July? It is 
the lower-house poll that matters. As one 
seat is to be added at this election, the 
party needs 257 seats to win an absolute 
majority and 271 to get the chairmanship 
of all committees. In the last election, in 
December 1983, the Liberal Democrats 
lost 36 seats and their majority; this 
forced them to recruit eight independents 
and to invite a tiny centre-right party, the 
New Liberal Club, into a coalition. Opin- 
ion polls say the government is now 
popular with more than half the voters, so 
it should do better this time. But to get his 
landslide, as the term would be under- 
stood on past standards, Mr Nakasone 
needs to add 30-40 seats to the party's 
present total (see chart). 

He hopes that a double election will 
encourage more conservative voters to 
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Growth opportunities worldwide 


PRIVATE BANKING 
WITH GLOBAL REACH 


eople with global commitments require a bank 

with global resources, strength and know-how. 
American Express Bank specializes in meeting the 
particular needs of international clients, worldwide. 
A few specifics: 


One of the world’s largest networks 


American Express Bank has 85 offices in 39 coun- 
tries — including the United States where (through 
American Express Bank International) we serve 
international clients in the major gateway cities of 
New York, Miami and Los Angeles. This global 
reach gives you prompt access to all key financial 
markets, a crucial advantage in today’s fast-paced 
world. 

Our private banking clients also benefit from 
the worldwide investment opportunities available 
through the American Express family of companies, 
offering many more ways to protect their assets and 
make them grow. 

As a valued client, you are assigned an experienced 
Account Officer who is personally responsible for 
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handling your financial affairs swiftly, accurately and 
with complete confidentiality. 

For over 65 years, American Express Bank has meant 
exceptional service in meeting the financial needs of 
clients around the world. Today, these services also in- 
clude American Express Bank Gold Card® privileges, and 
our exclusive, round-the-clock Premier Services?" for 
the personal and business travel needs of certain clients. 


Advanced telecommunications 


Private banking with global reach, by American 
Express Bank: a worldwide network supported by 
one of today's most advanced telecommunications 
and computer capabilities. For more details on how 
American Express Bank can help you reach your 
specific objectives, contact us today. In Hong Kong, 
telephone 5-844 06 88; in Singapore, 225-6330. 


American Express Bank Lid. is a wholly-owned subsidiary 
of American Express Company, which has assets of more 
than US$70 billion and shareholders’ equity in excess of 
USS5 billion. 
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turn out. The only previous double elec- 
"dion was in 1980, when voter turnout 
jumped to 74.5%, helping the Liberal 
Democrats recover from 248 seats to 284. 
© The turnout in 1983 was only 67%. 7 

~The weakness of the Liberal Demo- 
c party is that it is divided. Technique 
"is important in Japanese elections. Low- 
er-house. members are elected in. big, 
—multicmember constituencies. If, say, 
-< there are three seats, the three candidates 
"with the most votes are elected. If the 



















: inpet the votes too thinly among 
This was one 


h party put up 339 candidates 

the 310; it put up in 1980. There 

is a danger that this will happen again. All 

three of the contenders to succeed Mr 

‘Nakasone—Mr Shintaro Abe, Mr No- 

Боги Takeshita and Mr Miyazawa—want 

to’ strengthen their factions. The: candi- 

. date list has not yet been fixed, but that is 
. the thing to watch. 


Colombia 
_atin and American 


‘Colombia is a country bubbling with 
_ guerrilla warfare, military repression, 
тее! crime and the excesses of powerful 
г cocaine traffickers. Yet, once every four 
"years, it holds an exemplary presidential 
lection disrupted neither by campaign 
iolence nor by charges of fraud. 
_ Since democracy returned to the coun- 
try. їп 1958 after. a decade. of bloody 
interparty conflict and a brief military 
dictatorship, Colombia. has repeatedly 
passed the chief democratic test, letting 
- the opposition party get itself elected to 
power. It happened again on May 25th. 
The Liberal candidate, Mr Virgilio Barco 
Vargas, won by a landslide and, in the 
gentlemanly Colombian style, was within 
hours congratulated by President Beli- 
sario Betancur and the trounced Conser- 
Cwative candidate, Mr Alvaro. Gomez 
Hurtado. 
Mir Barco's victory had been expected, 
„ри its size, 58% of the votes to 36%, was 
less a reflection of his popularity than of 
. popularity of Mr Gomez, whose 
links with the violence of the late 1940s 
_ and early 1950s have not been forgotten. 
His far Laureano Gomez, was presi 






















































rty runs too many candidates then it . 


also at odds with the outgoing President 
Betancur’s domestic populism and third- 


-wordly foreign policy. Mr Betancur, for 


his part, is said to have been counting on 
Mr Gomez’s defeat to clear the way for 
his own fresh bid for the presidency in 
1990. 

President-elect Barco, a 64-year-old 
technocrat, can thank the outgoing gov- 
ernment for one thing when he takes 
office on August 7th. He will inherit an 
economy that has survived the past four 
years of recession without too much pain 
and is now ready to grow with the lucky 
help of high world coffee prices (see 
chart). He should have the money to 
carry out much of the programme of 
social change he promised during his 
campaign. An austere, even dour, man, 
he is likely to tackle unemployment and 
corruption with action rather than 
speeches. 

As it was for Mr Betancur, political 
violence will be his biggest test. At least 
six small guerrilla groups are still bloodily 
active. Their actions strengthen the hard- 
liners in the armed forces, who are in- 
creasingly using the tactics of a “dirty 

аг” to deal with them. Mr Betancur 
persuaded the country’s largest rebel 
movement, the Colombian Revolution- 
ary Armed Forces, to sign a truce two 
years ago. (It took part in the presidential 
election via a Patriotic Union candidate 
who won 4.4% of the votes.) Mr Barco’s 
task will be-to.destroy the most active of 
the guerrillas and persuade the others to 


















Colombia’s rich brew 
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take the next step towards leg 
disarming. 

The new man’s sharpest change 
direction, however, may come in foreign 
policy. Mr Barco; who served as ambas 
dor in London and Washington, and 
educated in the United States, is openly 
pro-American. He is strongly critical of 
Nicaragua's Sandinist government. E 
believes that the Central American crisis 
should be handled by the Organisation of 
American States, despite the overwhelm- 
ing influence of the United States i in 
body. Under Mr Barco, Colombia 
longer be cheering distant revolutio: 






















Central America 
End game? 


The Central American optimists ha 
failed again. At a meeting in the Gu 
malan town of Esquipulas оп May. 25t 
the presidents of Nicaragua, Costa Е 
Honduras, Guatemala and El Salvador 
agreed only that they could not agree on a 
way to end the region's civil wars and 
other disputes. The idea of signing à 
peace treaty on June 6th has been aban 
doned. “It is an ongoing chess match,’ 
United States official said; and the p 
are getting weary. 
The core of the ambitious draft ti 
sponsored by the Contadora grou 
mediating countries (Colombia, Venezu 
ela, Mexico and Panama) is an attempt t 
settle the war between Nicaragua's Sa 
dinist government and the anti-Sandini 
“contra” rebels. The government of ће. 
United States may be of two minds abou 
the treaty (see page 32); Nicaragua's — 
seems firmly opposed to it. | 
Nicaragua has deep-rooted objection 
to two of the treaty’s central concepts 
independent verification and negotiation: 
with the contras. The Contadora draft, 64 
pages long, would set up an autonomow! 
control committee with a corps of inspec 
tors empowered to check suspected viola 
tions of the treaty's arms-control commi 
ments. The Sandinists, who һау 
introduced East European standards 
state security in Nicaragua, are unlikely 
ver to go along with this. The draft a 
aims at negotiations that would lead to 
free election in Nicaragua (implying 
peaceful transfer of power if an opposi 
tion party—even one backed by the con 
tras—were victorious). But some Sandin 
ists say, with sincerity, that “t 
revolution is not negotiable.” ae 
The presidential chess-players ti 
quipulas disagreed on three main iss 
First, the Sandinists wanted a ban | 
military manoeuvres, includi 
with foreign armies. The of 
Americans, and the draft. 
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set limits on manoeuvres; but they would 
not be banned until the arms-control 
provisions went into effect. 

Second, the Sandinists wanted to apply 
arms control to “offensive” weapons but 
not “defensive” ones. The other Central 
Americans, and the draft treaty, provide 
for overall arms reductions. The Sandin- 
ists want to work out the fine print after 
signing the treaty; the other Central 
Americans, who mistrust the Sandinists, 
demand to see the fine print first. 

Third, the draft treaty requires signato- 
ries to take “urgent acts of national 
reconciliation to allow popular participa- 
tion, with full guarantees, in authentic, 
democratic political processes”. The San- 
dinists regarded these terms as an inter- 
ference in Nicaragua’s internal affairs. 

The next stage in the floundering Cen- 
tral American peace talks may be a Gua- 
temalan proposal, accepted in principle at 
Esquipulas, to set up an elected Central 
American parliament. It is not clear what 
powers or purpose, if any, it would have. 
An election for it in Nicaragua would, 
however, test how much opposition the 
Sandinists would permit. 


UNESCO 


Taking a deep 
M'Bow 


FROM OUR SPECIAL CORRESPONDENT IN PARIS 


Mr Amadou Mahtar M'Bow, the contro- 
versial director-general of UNESCO, now 
seems sure to be re-elected for a third six- 
year term in 1987. This is grim news for all 
who have been hoping that the United 
Nations organisation for education, sci- 
ence and culture could be reformed. So 
far, neither the American and British 
withdrawals nor the warning notes sound- 
ed by other reform-seeking members 
have had much effect. That became clear 
at the two-week meeting of the organisa- 
tion's executive board which ended on 
May 23rd. 

One of the board's decisions, and one 
non-decision, gave a depressing indica- 
tion of Mr M'Bow's strength and of the 
agency's inclinations. The decision in- 
volved dropping Britain's auditor-general 
as UNESCO's external auditor. The organi- 
sation's rules say that only the general 
conference can dismiss the auditor; Mr 
M'Bow and his secretariat wanted to get 
rid of him right away. The board heeded 
the secretariat's wishes, disregarding the 
rules, and out went the auditor. 

The non-decision involved winking at 
discriminatory treatment of British mem- 
bers of the staff. Because of the American 
and British withdrawals, UNESCO has had 
to cut jobs and reassign some of its staff. 


Beans, not goals 


FROM OUR MEXICO CORRESPONDENT 


Being the place where the World Cup is 
fought out should, in theory, do Mexico 
nothing but good. About 500m people 
are expected to watch the final of soc- 
cer's supreme championship on televi- 
sion. Think of the publicity for the 
country's tourist industry. The world 
would be assured that Mexico was 
emerging from the dark days of the 1982 
debt crisis. At home the spectacle would 
distract the underemployed but soccer- 
mad masses. 

But now that the World Cup ís here— 
it begins on May 31st—Mexico is having 
second thoughts. Government press offi- 
cers are already grumbling that foreign 
reporters who have come to Mexico for 
the cup are, by way of appetiser, writing 
about drug trafficking and corruption. 
The government's domestic critics com- 
plain that the event provides a circus but 
no bread. The favoured chant of demon- 
strators for the past month has been “We 
want beans, not goals." The Mexican 
team is among the 24 finalists only be- 
cause Mexico is the host country. If it is 
eliminated early, the event's hold even 
on sports fanatics will diminish. 

Inevitably, many people recall 1968, 
when scores of leftist demonstrators 
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But what's happening off the field? — 


The West European countries and Japan 
had declared that, in principle, all staff 
members must be treated equally without 
regard to their nationality; but they 
agreed, unusually, to discuss the matter in 
closed meetings. This aroused suspicions 
that they did not want to be seen retreat- 
ing from their principles. 

The suspicions were strengthened 
when UNESCO's chief spokesman an- 


were killed by Mexican security forces 
during an anti-government rally ten days 
before the opening of the Olympic 
Games. Nothing so tragic is likely this 
time, but the police are jittery, heavily 
armed and unaccustomed to serious 
provocation. 

In Monterrey, one of seven places 
where matches are to be played, 20,000 
steelworkers who recently lost their jobs 
are threatening demonstrations at the 
stadium gates. In Ciudad Nezahual- 
coyotl, a Mexico City slum surrounding 
another cup stadium, squatters' groups 
are planning protests. Most worrying to 
the government are the 50,000 people 
who are still homeless after last Septem- 
ber's earthquake: they are planning sit- 
ins outside Aztec Stadium, the scene of 
the final matches. 

Publicity-seeking terrorists could pre- 
sent a nightmare. French and American 
security experts are advising the govern- 
ment about ways to keep them out of the 
country. Mexico has largely been spared 
the attentions of international terrorism. 
But a car bomb recently discovered (and 
then defused) outside the American em- 
bassy persuaded the police that the 
threat is real. 

Mexico does not even expect to make 
much money out of the cup. The organ- 
isers say that more than 70% of the 3m 
cup tickets have been sold, some 300,000 
of them to foreigners. But travel agents 
point out that most of the foreign sales 
have been made to tour operators who 
had to buy tickets in exchange for the 
right to organise charter groups. Many of 
these tickets have not yet been re-sold to 
European and South American fans, 
some of whom are balking at the costly 
hotel rates in cup cities. Fewer than 
100,000 foreigners may come to Mexico. 
Most of the money made from the cup 
will go to Televisa, the private company 
which is televising the games, and to 
FIFA, the international soccer organ- 
isation. 

Some British fans are in Mexico and 
will no doubt be urging on the England 
team. If England does well against the 
more popular Latin American teams, 
there could be hot looks on the terraces. 
But the Mexicans regard the possibility 
of soccer hooliganism as the least of their 
worries. 


nounced that no board member had ob 
jected to the way staffing decisions hac 
been handled. This implied that weste 

board members either did not know, oi 
preferred to forget, that in April twc 
different letters had been sent to reas 


British staff members warned them tha 
their new jobs would run only until Jun 





decision to be taken." The non-British 
were simply told that they were being 
transferred, in some cases with the stipu- 
lation that the move was only temporary. 

The board’s performance at this session 
appears to spell the end of any effective 
attempt by UNESCO's remaining members 
to bring Mr M'Bow to heel. The West 
Europeans and Japan still provide most of 
the agency’s resources, but they seem 
incapable of standing up to him or to the 
agency’s overwhelming majority of third- 
world and communist members. 

Many westerners hoped to find a way 
out with the quiet succession of a new 
director-general. But no potential succes- 
sor to Mr M’Bow has been able to make 
much headway against the agency’s solid- 
ly encrusted establishment in Paris. One 
rather desperate idea that some western- 

rs had been discussing this spring was to 
«et a two-term limit for the heads of all UN 
agencies. This had little prospect of suc- 
cess, and it would have meant depriving 
the UN system of several efficient agency 
heads merely to get rid of Mr M'Bow. 

The director-general, whose current 
reading matter is Nietzsche's ‘Thus 
Spake Zarathustra’’, has not yet said for 
sure that he will seek a third term next 
year. But, with his critics divided and 
dispirited and his own troops massed 
behind him, he can surely see no reason 
not to retain office until 1993. Where will 
that leave UNESCO? 


Thailand 
A civilian coup 


FROM OUR BANGKOK CORRESPONDENT 


“The prime minister of Thailand, Mr Prem 

‘insulanonda, dismissed the army's am- 
-itious commander-in-chief, General 
Arthit Kamlangek, on May 27th. Civilian 
rule is, it seems, supreme in Thailand, to 
the surprise of the Thais, who have en- 
dured 15 military coups or attempted 
coups in the past 54 years. 

Mr Prem is a former general; so, in a 
sense, he was one soldier confronting 
another. General Arthit has been hum- 
bled but not disgraced: he retains his 
largely ceremonial post as armed forces’ 
supreme commander. Army ways persist 
under the civilian veneer of Thai politics. 
All the same, the veneer remains in place. 
Mr Prem’s government, which came into 
office in 1980, has weathered two at- 
tempted coups. It has proved to be the 
most enduring civilian administration 
since Thailand adopted constitutional 
government in 1932. 

General Arthit was suspected of help- 
ing to organise a government defeat in 
parliament on May Ist which compelled 
the prime minister to call an early general 
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Arthit is humbled 


election, due on July 27th. A government 
spokesman implied that the general had 
used army money for bribes. He was due 
to retire from his army job later this year. 
In March Mr Prem refused to allow him 
to stay on. Since then the two men have 
scarcely been on speaking terms. 

The general wanted power. In the past 
month, political groups hostile to Mr 
Prem have endorsed General Arthit as a 
prospective prime minister or defence 
minister. His dismissal as army com- 
mander does not extinguish his political 
prospects, but he can no longer use his 
military muscle to unsettle Mr Prem dur- 
ing the run-up to election day. 

His successor is General Chaovalit 
Yongchaiyuth, who is credited with mas- 
terminding the government's successful 
strategy against the communist rebellion 
in the late 1970s and early 1980s. He has 
promised to ensure a fair election and to 
keep the army out of politics. He intends 
to retire next year, when he is 55, and to 
go into politics. In Thailand's soldier- 
politician world, he really may be a future 
prime minister. 


Lebanon 


Another light going 
out 


FROM OUR LEVANT CORRESPONDENT BEIRUT 


The American University of Beirut, the 
last and biggest bastion of western culture 
in Lebanon, is putting up an increasingly 
hopeless rearguard fight. For the first 
time in its 122 years the entire universi- 
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ty—staff and students—went on strike 
this month and threatened to stay out 
until the AUB teachers and students who 
had been kidnapped by terrorists were 
released. Nobody was set free, and this 
week the dispirited strikers called off 
their action after 14 days. The faculty 
members who wanted an indefinite strike 
say that the university is now bound to 
lead a harassed and undignified existence 
on borrowed time. 

The university has suffered greatly 
from Lebanon's endless violence. Early 
in 1984 its president, Malcolm Kerr, was 
shot dead outside his office. Since then at 
least 21 acts of violence have been aimed 
against people connected with the univer- 
sity. Seven have been killed. Eleven ab- 
ducted AUB people are still being held. 
Many more have been kidnapped and 
then released. In some cases nobody has 
said who abducted them or why. 

The antagonism to AUB is not just 
xenophobic; of the 21 known victims, 13 
have been Lebanese. The campaign is 
against AUB's role in promoting western 
democratic values. The spacious and 
charming AUB complex, together with the 
American University Hospital, Beirut 
University College (formerly the Beirut 
College for Women) and the Internation- 
al College (a secondary school), were at 
the cosmopolitan heart of multi-religious 
west Beirut. They helped that part of the 
city to produce what used to be the most 
open and tolerant society in the Arab 
Middle East. 

That is precisely what Lebanon's Shia 
Muslim fanatics, helped by Iran, want to 
destroy. The violence has already drasti- 
cally altered the composition of AUB's 
population. There used to be 150 non- 
Arab teachers out of 500; now there are 
about 15. The 20% or so of the 5,000 
students who used to be non-Arab has 
shrunk to perhaps 595. ` 

The failure of the anti-kidnapping 
strike may speed the university's decline. 
Those who wanted to resume work argue 
that more than 60% of AUB's students are 
now Shias who want to go on being 
educated and that Shia militiamen want 
their wounded to get the medical treat- 
ment that the university hospital pro- 
vides. And nearly all the Lebanese politi- 
cal parties, even the pro-Syrian ones and 
the main Shia political movement, want 
the university to survive. 

That does not mean it will. The pessi- 
mists point out that the wild Shia gunmen  - 
who do the killing and kidnapping, many 
of them based in the Bekaa valley far 
from Beirut, do not care about education 
or medicine, whether or not some of their 
fellow-Shias benefit. It is hard to see how 
or when the university might once again 
be functioning as a free and open place of 
learning. 
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A Russián-speaking communications spe- 
cialist files for bankruptcy, with $63,000 
; in debts, and then leaves his job with 
America's top-secret National. Security 
Agency; nobody checks. Six months later 
he:speaks over a tapped telephone line to 
‘the Soviet embassy in Washington, enters 
-its well-scrutinised door and departs: in 
disguise; nobody twigs. Over the next 
< three years he travels twice. to Vienna 
— where he moves in with the Soviet ambas- 
'ssador for three days at a time; nobody 
“notices. Only when a Soviet agent defects 
(or pretends to defect) last summer does 
the FBI pick up the trail of the ex-bank- 
гирї, now a drug-addict, who has told the 
‘Russians how Americans eavesdrop on 
':Soviet.command and control communica- 
бопе. Three days after Mr Vitaly Yur- 
chenko redefects (or completes his KGB 


::assignment), Mr Ronald Pelton is arrest- 








and charged with espionage: 


Lashing out against leakers 


BOSTON 


The Pelton trial which opened in Baki- 
more this week was not the expected anti- 
climax to this sorry saga of American 
unintelligence. Although the government 
had bound the defence not to reveal 
classified information in court, the prose- 
cutor provided a surprisingly extensive 
picture of how America spies on the 
Soviet Union and the high cost of the 
Pelton giveaways. Intelligence officials 
are reported to have argued against going 
to trial and in favour of the more common 
course of granting immunity in return for 
confession. (Mr Pelton claims this is what 
he thought he had been offered.) But the 
Reagan administration likes its spies 
nailed down (a year ago another secret- 
seller was indicted in Baltimore and is still 
in court; like Mr Pelton, his only motive 
was money). And the chief of America’s 
intelligence establishment. is threatening 
to (make co-conspiritots out of Mr Pel- 
































ton's unindicted chroniclers in the press; 

Over the past few weeks Мг William 
Casey has given warning of legal acti 
against the National Broadcasting Co 
pany, the Washington Post, the New Yo 
Times, the Washington Times, Newswe 
and Tinie. The first two were speci! 
accused of spilling security beans а 
the Pelton case, NBC in a:single sente 
the Washington Post in a detailed analy: 
by Mr Bob Woodward, who is writi 
book about the CIA. Mr Casey first 
to block the Woodward piece, t 
President Reagan to appeal to 
man of the newspaper's board, 
arine Graham, for self-cer 
grounds of national security, h 
published a sanitised version of its- 
on May 21st, but Mr Casey is still co 
ering prosecution. 

Some of the other papers were alle 
to have endangered nation 
reporting American intercepti 
ya's communications - with ter 
through its mission in East Berlin. ' 
cases seem unlikely to be pursued 
the code-breaking was actually reve 
by Mr Reagan, in a- national broadcast 
justifying America's raid on Libya. But 
NBC has another subpoena over its head 
it is helping the Justice Department with. 
inquiries about its recent interview with 
Abul Abbas, the suspected organiser of 
the Achille Lauro hijacking. The Wash- 
ington- Times, whose lines to the Reagan 
administration. are. so -good. that it is 
sometimes called Washington's. Pravda, 
reported this week that the Justice De- 
partment is waiting for “a good test case". 
on which to get the press. | 

The law which Mr Casey has threat- 
ened to invoke against the press, as а kind 
of official secrets act, is the so-called. 
Comint statute of 1950 which bans revela- 
tions about communications intelligence. 
The least serious of six counts against Mr 
Pelton comes under this law, but it has. 
never been used against a news organisa- 
tion. The point of suing newspapers for 
revealing secrets which the Russians al- 
ready know (the Post says the Russians 
even got a sample of America's subma- 
rine-spying device for their $35,000) is not 
clear. One explanation i is simply.to allevi- 
ate a spymaster's frustration, Another is 
to deter further journalistic: nosing into | 
government business, particularly: the cos 
vert arming and warring that are. Mr 
Casey’s stock in trade. | 

The press may be the mai 





enemy, as 
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seen from the CIA stockade, but it is not 
the only one. Last month the Defence 
Department fired an assistant under-sec- 
retary who failed a lie-detector test de- 
signed to ferret out the source of reports 
that Stinger anti-aircraft weapons were to 
be supplied to rebels in Angola and 
Afghanistan. Two weeks later a State 
Department aide was dropped for leaking 
a diplomatic cable. Both leakers were 
political appointees who could be said to 
have been doing their bit for the conser- 
vative cause. But leak-phobia has 
reached such heights in this administra- 
tion that object lessons must be taught. 


. This week a cabinet-level security com- 


mittee was due to consider recommenda- 
tions for wider use of polygraph tests and 
a special FBI anti-leak “strike force”. It is 
already known as the plumbers. 


Nicaragua 


War spreads in 
Washington 


With friends like Washington’s arch-con- 
servatives, President Reagan has no need 
of Democratic enemies. He has a big 
battle ahead in persuading the Democrat- 
controlled House of Representatives to 
approve his $100m aid package for the 
Nicaraguan contras; after rejecting the 
aid bill in March, the House is due to vote 
again in mid-June. In the meantime the 
president is being sniped at by conserva- 
tive columnists, congressmen and his own 
Defence Department for preparing to sell 
out the contras for a mess of diplomatic 
pottage. The immediate “threat” of a 
settlement lifted on May 26th when Cen- 
tral American presidents, meeting in 
Guatemala, postponed a June 6th dead- 
line for signing the Contadora regional 
peace agreement (see page 27). So Wash- 
ington’s guerrilla war gets a new lease on 
life as well. 

A lethal salvo was fired on May 20th by 
Mr Fred Iklé’s office at the Pentagon in 
the form of an unclassified report titled 
“Prospects for Containment of Nicara- 
gua's Communist Government”. The ar- 
gument runs that communists tend to 
break international agreements—Korea 
and Vietnam—and the Nicaraguans will 
be no different. If the Americans were 
naively to go along with a Contadora 
deal, even one with checks, the Sandinists 
would inevitably and easily exploit it as a 
shield for imposing communist regimes 
throughout Central America. Any at- 
tempt to reverse Nicaraguan gains after 
three years or so would then require 
upgrading neighbouring armed forces and 
providing American support at an annual 
cost of around $9 billion, and maybe even 
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If the contras laid down their arms, 


a commitment of 100,000 American 
ground troops and sizeable naval and air 
force contingents. 

No sooner had the Pentagon report got 
into congressional and newspaper hands 
than the State Department was disavow- 
ing it as a study "with no standing as a 
United States government document". 
The White House blithely denied any 
differences between its two executive de- 
partments. That same day 101 members 
of Congress wrote to the president urging 
support for the Contadora talks. On May 
22nd, Mr Jack Kemp, a presidential aspi- 
rant with conservative views, sent in his 
own rebuttal, comparing Contadora to 
Yalta, and calling for the dismissal of Mr 
Reagan's special Central American nego- 
tiator, Mr Philip Habib. In jumped the 
White House press spokesman with an 
instant defence of Mr Habib, along with a 
subtle reinterpretation of the ambassa- 
dor's position on Contadora. 

In mid-April, Mr Habib had laid out 
what he thought was an agreed adminis- 
tration line in a letter to Congress. He 
referred to America's reading of the Con- 
tadora commitments as requiring “а ces- 
sation of support to irregular forces and/ 
or insurrectional movements from the 
date of signature." Although he went on 
to say that America would not feel bound 
to respect an agreement that Nicaragua 
was breaking, that line about an aid cut- 
off on the date of signature set conserva- 
tives quivering. According to the colum- 
nists Rowland Evans and Robert Novak, 
the National Security Council, with Mr 
Reagan presiding, went cold on both Mr 
Habib and Contadora at a secret meeting 
on May 16th. The preferred solution is 
still the removal of the Sandinists. Hence 
the "clarification" of the Habib phrase: 


C зе” CPTEROVGVEDETLTGUIEMFUNOUERSSUG- 
ej тл. А се $ 


would anyone else lay down theirs? 





for date of signature, read implementa- 
tion and verified compliance. 

When Congress returns from its Me- 
morial Day recess the semantic argument 
will give way to congressional inquiries 
into the behaviour of those rickety vehi- 
cles of America’s Nicaragua policy, the 
contras. The House Foreign Affairs Com- 
mittee has already subpoenaed records of 
a dozen banks in its search for $15m out 
of $27m in last year’s contra aid which the 
General Accounting Office was unable to 
account for. The Senate Foreign Rela- 
tions Committee will hold hearings into 
charges of drug-smuggling, gun-running, 
murder-plotting and other naughtiness 
carried out under the banner of 
democracy. 


Arms control 


SALT to ashes 


After years of damning it but going along 
with it nevertheless, President Reagan 
has at last given up the ghost on SALT-2. 
On May 27th he announced that because 
of Soviet violations, the United States 
would in the future set its nuclear force 
levels where it thinks they should be for 
adequate security and not where the 
treaty says. 

Although some such decision had been 
predicted, and although it will have no 
effect on the American weapons actually 
deployed until later this year, it neverthe- 
less comes as a wrench to those, including 
the governments of most of America’s 
European allies, who believe that SALT-2, 
unratified though it is, is still useful. They 
argue that it is a brake, albeit inadequate, 
upon the arms race and that without it the 
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Superpowers, notably the Russians, will 
be able rapidly to increase their arsenals. 
Mr Reagan's decision is certainly a vic- 
tory for those in the administration most 
hostile to arms-control agreements. 

Yet Mr Reagan cannot be accused of 
failing to try to make SALT-2 work. He and 
his advisers never liked the treaty—be- 
fore his election he called it fatally 
flawed—but in office he promised “not to 
undercut” it as long as the Russians did 
not. Even in mid-1985, when the treaty 
was about to expire and when it was 
apparent that the Russians were breaking 
it, Mr Reagan offered to go the “extra 
mile", and decommissioned a submarine 
he might otherwise have kept in service in 
order to stay within the SALT-2 limits on 
numbers of multiple-warhead systems. 

The Russians have continued to contra- 
'... ene at least three of the treaty's main 

provisions: numbers of weapons, new 

missiles and encryption. Soon after the 
signing, they made it clear that they 
would not cut their intercontinental sys- 
tems to 2,250 as the treaty specified 
unless the United States ratified the trea- 
ty, but promised not to increase their 
numbers above the level at that time, 

2,504. Last year, according to the inde- 

pendent International Institute for Strate- 

gic Studies, they had nearly 2,550. 
The treaty allows each side one new 
intercontinental ballistic missile; the Rus- 
sians have built two, claiming that the 
second, the 55-25, is merely a modernisa- 
tion—allowed—of the old ss-13. Howev- 
er, modifications, to be legal, must not 
increase a missile’s payload by more than 
5%, and American sources maintain that 
the 55-25 has exceeded that; one intelli- 
-gence source estimates its payload is 92% 

dgher than that of the ss-13. And, al- 
~ hough the treaty allows limited coding of 

the signals (encryption of telemetry) of 

missile tests, it specifies that this must not 
© impede checking of “compliance with 
the . . . treaty". The Russians admit that 
they code their signals, but argue that this 
does not impede checking. The Ameri- 
cans say it does. 

Both the matter of the ss-25 payload 
and the coding of telemetry are hard for 
the public to pin down because the 
sources of American intelligence are se- 
cret and the data technical. Yet no one 
with access to these data has said the 
American claims are wrong; the nay- 
sayers are limited to speculating that the 
information could be out of date or misin- 
terpreted (and even they agree that the 
Russians have broken the warheads and 
missile limits). 

Mr Reagan's announcement came on 
the eve of the sea trials of Uss Nevada, the 
eighth American Trident submarine, 
which, with its 24 missile tubes, would 
have put the United States 22 over the 
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SALT-2 limit of 1,200 missiles equipped 
with multiple, independently targetable 
warheads (MIRVs). Two older 16-missile 
submarines are being taken out of com- 
mission, which will more than compen- 
sate for the new submarine, but Mr 
Reagan made it clear that they were being 
decommissioned only because it was the 
most economical thing to do, going out of 
his way to show that he was no longer 
fussed about the SALT-2 limits. 

Even so, the decommissioning did put 
off the real American treaty-busting until 
later this year, when more air-launched 
cruise missiles are to be put on heavy 
bombers. The treaty counts cruise-missile 
bombers as MIRV missiles, but allows 120 
of them over the 1,200 limit; any more 
than that will cut the number of allowed 
missiles. The United States has some 96 
cruise-missile bombers, but more are to 
be converted this autumn; the 1,320 limit 
will be hit before the end of the year. 

Mr Reagan is saying he proposes to go 
through it unless the Russians mend their 
ways: cut down their missile build-up, 
move to correct their treaty violations and 
Start to negotiate seriously at Geneva. 
Although the language is purposely 
vague, so as to avoid appearing to be an 
ultimatum and to give the administration 
room for compromise and manoeuvre, 
few observers expect the Russians to 
move enough to save the treaty. 


Supreme Court 
Jolt for Justice 


For over 20 years discrimination in em- 
ployment against blacks, other minorities 
and women has been forbidden by federal 
law. Hiring goals have been introduced, 
especially for federal contractors, to 
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make amends for the past injustices, to 
eliminate present discrimination and see 
that jobs are shared more fairly. The 
Reagan administration opposes such 
goals; it calls them racial quotas and 
would sweep them away. Mr Bradford 
Reynolds, its assistant attorney-general 
for civil rights, insists that remedies are 
called for only when an identified individ- 
ual can show that he personally has suf- 
fered discrimination. Civil-rights groups 
are arrayed in opposition to this view; if it 
were to prevail, they say, it would mean 
the end of the fight for fairness in the 
workplace. 


Three cases involving employment dis- - 


crimination are being heard by the Su- 
preme Court this spring. The first deci- 
sion was handed down on May 19th in a 
case involving tne lay-off of a group of. 


White teachers by a Michigan school 


board to preserve the jobs of black teach- 
ers who had less seniority. The decision 
was far from monolithic; five different 


opinions were written. But by a five-to- - 


four majority the court decided that the 
whites had been dismissed unconstitu- 
tionally. So far, so good for Mr Reynolds. 
But even the decision of the majority 
contained unwelcome news for the 
administration. 

Justice Lewis Powell wrote the opinion 
that was supported by Chief Justice War- 
ren Burger and Justice William Rehn- 
quist; Justice Sandra Day O'Connor con- 
curred in part; and Justice Byron White 


joined his fellow justices but wrote his - 


own opinion. Justice Powell agreed with 
the Justice Department that the school 
board had not been shown to have prac- 
tised racial discrimination in the past, 
which might have justified its action. He 
also found that a vague reference to 
"societal discrimination" and the desire 
to provide role models for black children 
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e whites. In his view, reserving jobs for 
slacks is less damaging to white teachers’ 
ers and self-confidence than laying 
em off after years in their jobs. But he 
also stated that the constitution does not 
bar the use of hiring preferences when 
“narrowly tailored" to serve а “compel- 
ling state purpose". This is a cruel blow to 
the administration's view that preferen- 
hiring is.no more than reverse dis- 
crimination and that all must compete on 
esamelevel. —. 
Justice O'Connor - 
writing: 
It appears that the true source of disagree- 
ment on. the court lies not so much in 
fining the. state interests which may sup- 
port affirmative action efforts as in defining 
the degree to. which the means employed 
t “fit” the ends pursued to meet consti- 
аны standards. Yet even here the court 
forged'a degree of unanimity; it is agreed 
"а plan need not be limited to the 
emedying of poai instances of identified 
‘discrimination . 
ustice O'Connor : seems well on the way 
becoming the.swing vote on the court 
d not all the decisions she swings will 
tisfy the man who appointed her, Presi- 
it Reagan. Indeed, it is being said that 
ver the laid-off school teachers the Jus- 
Department won the case, but has 
ost its fight against "reverse discrimina- 
tion”. But it is battling on. 







went further, 





























Tough talk 


The debate on America's trade policy is 
not for the meek. “It’s time to take the 
gloves off," scream advertisements from 
‘the Save American Jobs and Industry 
campaign, a coalition of steel firms and 
United Steelworkers. Others urge 

t America should get tough, join the 
еауу ts, go to war. All this talk, of 
qurse gine at these damned foreign- 
Amerga so much last el 





reatened jobs and industries. ну а 
f the House Republicans support- 

Ч the Democratic majority, though all 
'oted in the knowledge that the Senate 
оша not чун) the bill in its present form 


were not adequate causes for dismissing -f 

















The feelings against Iran that ran so high 
last year among Californian pistachio 
growers can now subside, the Commerce 
Department having ruled conclusively 
against Iranian pistachios on grounds of 
subsidy and dumping. It remains for the 
International Trade Commission, an 
agency independent of the department, 
to confirm its earlier finding that the 
Californian industry is, or was, being 
hurt by the Iranian imports; the industry 
will have no trouble making that. case. 
The new duties will amount to 240% of 




























the flourishing import trade in Iranian 
pistachios has to all appearances been 
killed. 

Among the up-market branches of 
agriculture that have grown so spectacu- 
larly in California in the past quarter 
century, pistachios are one of ‘the 
newest. They are what is called a “snack 


from the state of Washington, can justifi- 
ably claim that they did their best to make 
the bill export-promoting as well as im- 
port-reducing, but its thrust remains pro- 
tectionist. It would, in certain circum- 
stances, make retaliation against foreign 
“unfair trading practices”. automatic, 
rather than dependent on the president’s 
discretion. 

A section sponsored by Mr Richard 
Gephardt, one of the many Democrats 
mentioned as a possible presidential con- 
tender, would force the administration to 
negotiate with countries whose trade with 
America is spectacularly unbalanced-—at 
present, Japan, West Germany and Tai- 
wan-—to make them reduce their surplus- 
es by 10% a year; tariffs and then quotas 
would automatically follow if negotia- 
tions failed. That, according to exporters 
(including some agricultural companies), 


would merely invite other countries to. 


close their doors to American goods. 


Damned foreigners 
bas trade deficit 


value. Appeals are being pursued, but . 






Nuts to the ayatollah _ 






WASHINGTON, DC 
food", something to nibble while sitting " 
around.talking or drinking, and so a 
forny of luxury that fits a trend; con- 
sumption has been rising sharply, from 
24m. pounds in 1981 to 56m pounds in 
1984, Most of the pistachio trees now 
bearing in Califo i 
1970s. The trees take from seven to ten 









































Such arguments failed to persuade. the 
dissident Republicans, many of whom 
come from states whose industries have. 
been hit hard by foreign competition. All 
five Republicans from North. i 
which is a large producer of. textiles, and. 
all three from Connecticut opposed the 
president's views. The extent of Republi- 
can support has made some Democrats. 
believe that the bill that will eventually. 
emerge from.the Senate Finance Com- 
mittee will be closer to the House's ver- 
sion than once seemed likely. Some Sen- 
ate Republicans doubt that. Any bill from 
the Republican-controlled Senate, they: 
suggest, is likely to concentrate on prosaic, 
issues like enforcing existing laws. It is 
possible that, in this year of tax reform 
and elections; not enough time will be 
found for a bill at all. 

But the Senate bill might perhaps make. ~ 
common cause withthe House by seeking» 
to establish formal targets for. the ex- 
change rate. The administration has led 
the international efforts to drive the dol- 
lar down against the yen; some officials 
want to go farther and agree on a system. 
of target zones for the dollar, yen and D- 
mark. Japan апа West Germany are cool 
to this idea and treasury spokesmen are 
increasingly vague about it. 

In other ways, though 








. tion is showing that it will 


tionist pressure. It is starting to get tough: 
on imports of European food, machine 
tools, Canadian timber products. and 
some Japanese microchips. But neither 
the fall-of the dollar nor action on a few 
products is likely {озор the gory calls for 
more protectionism. ; 
"Those alis still tend to go unchallenged 
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years to come to full bearing, and so are 
thought well of as a tax shelter (a form of 
government support not considered by 
the International Trade Commission in 
its investigation of foreign subsidies). 
California, which produces nearly all 
American pistachios, harvested its first 
marketable crop only in 1976. Up till 
then, pistachios on the American market 
came from Iran or elsewhere in the 
Middle East, were commonly sold from 
vending machines and were dyed red. As 
to why they were dyed red, opinions 
differ, but the California trade thinks it is 
because the more primitive, slower for- 
eign harvesting and handling methods 
leave foreign pistachio shells stained and 
mottled, in contrast to Californian shells 
which are an even beige that goes ele- 
gantly with the green nut-meat inside. 
Consumers who care about their finger- 
nails say that the Californian shells pull 
apart more easily. Some maintain that 
the Iranian pistachio has more taste. 
The producers in California were not 
backward in calling on the national re- 


а vote-winner and some consumer 
groups, which should have been fighting 
for the interests of their members, have 
been strangely quiet. It is not hard to see 
why. Troubled Bethlehem Steel this week 
negotiated a contract with its employees 
which, if accepted by the rank and file, 
would lose those workers $1.96 an hour in 
wages and benefits—and this in an indus- 
try which shed another 20,000 jobs last 
year. That hardship is the stuff from 
which appeals to America's patriotism 
are made. 


Adoption 
. Ove for sale 


WASHINGTON, DC 


Test-tube babies, surrogate motherhood, 
abortion—if a fraction of the energy that 
goes into debating these issues were de- 
voted to old-fashioned adoption, thou- 
sands of childless parents might have a 
happier outlook. The United States has a 
long adoptive tradition; more than in 
Europe, adoption has traditionally been 
considered a humane and sensible proce- 
dure. But now, as in other well-to-do 
countries, demand enormously outstrips 
supply. 

The reasons are the same everywhere: 
couples have postponed trying to have 
their own children for rather too long; 
unmarried pregnant girls and women 
have the choice of abortion or, alterna- 
tively, persuade themselves that they can 
manage a child singlehanded. American 
adopters have a few additional problems 
of their own, including the spider's web of 
state laws and regulations and the excep- 
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sentment of the Khomeini regime to aid 
their cause. Calling the Iranian export 
campaign “predatory”, the chairman of 
the California Pistachio Commission 
(who has the, in this context, interesting 
name of Mr Ron Kheshigian) quoted 
President Reagan to the effect that Iran 
was “а terrorist nation". Dark hints were 
heard that dollars earned by pistachio 
exports might have bought the explo- 
sives that slaughtered 241 American ma- 
rines in their Beirut barracks in 1983. 

In some ways the Californian growers 
have indeed been the playthings of exot- 
ic political forces. The Shah fell, and the 
American embassy staff in Tehran were 
seized, in 1979, the year in which Ameri- 
can production of pistachios jumped 
from nearly 5m to nearly 20m pounds. 
President Carter retaliated in 1980 by 
prohibiting all imports from lran. For 
the Californians, money grew on trees. 
But the settlement which released the 
American hostages in 1981 also lifted the 
ban on trade. Iranian pistachio imports 
rose from 5m pounds in 1983 to 21m 
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A rarity on the adoption market 


tional rights that the Supreme Court 
allows the biological father, who can 
refuse, fairly arbitrarily, to allow his child 
to be given for adoption. 

Unusually for a country where the facts 
and figures on almost everything can be 
excavated from government, information 
on adoption is hard to come by, disorgan- 
ised and out-of-date; federal data collec- 
tion on adoption stopped ten years ago. 
The Washington-based National Com- 
mittee on Adoption does its best to fill the 
gap. Working from 1982 statistics, it esti- 
mates the ratio of demand to supply at 
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pounds in 1984, or 37% of the market. 

The settlement which reopened the 
trade routes did not, however, restore 
diplomatic relations, and when the Cali- 
fornians brought their complaint, the 
importers were not well placed to defend 
themselves. The Iranian pistachio centre 
is Rafsanjan, in east-central Iran. The 
Rafsanjan co-operative's answers to the 
Commerce Departments question- 
naires, forwarded through the Algerian 
embasssy, were (not surprisingly) incom- 
plete. No Iranian authority came for- 
ward to explain the difference between 
the official exchange rate of the rial to 
the dollar, and the real value paid for a 
snack in a street in Tehran, which is the 
crux of the dumping case. On point after 
point, lacking anything adequate from 
the distant “respondents”, the American 
authorities decided to rule on the basis of 
“the best information available", that is, 
the petitioners' allegations. The case of 
the dumped pistachios may be good for 
finger-nails, but leaves a slightly nasty 
taste in the mouth. 





almost 40 to one; of the 2m American 
families seeking to adopt outside their 
own families, only about 50,000 are able 
to find a child. 

The most elusive, and expensive, quar- 
ry is a healthy white infant born in the 
United States. There are virtually no such 
babies on the lists of public adoption 
agencies; non-profit private agencies may 
quote a wait of two to ten years—too long 
and too uncertain for most would-be 
adopters. The only quick way for adop- 
tive parents whose heart is set on a white 
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dent" adoption through a third party, 
who is usually, though not always, a 
lawyer. 

Such adoptions, which are legal in 35 
states, are nearly always expensive and 
sometimes risky. Through advertisements 
and through contacts with hospitals, so- 
cial workers and churches, middle-men 
take the babies before they reach the 
licensed agencies. Usually these arrange- 
ments work out fine, though they can be 
haphazard and often a bit dubious (Mr 
William Pierce, the national committee's 
president, estimates that at least a tenth 
of independent adoptions involve some 
illegal or unethical practice). Yet horror 
stories abound. 

Adopters, on the whole, are vulnerable 
people, set to be taken for a ride. Having 
handed over a large non-returnable de- 
posit, they may be told that they are not, 
after all, suitable as parents; they may 
well suspect that they are being out-bid. 
The cost of an independent adoption can 
range up to $30,000 (the median charge of 
a private agency is said to be $6,000; 
public agencies charge only a few hun- 
dred dollars). The general rule is that 
adopters pay reasonable fees to the law- 
yers and social workers involved, plus 
compensation for the natural mother's 
legitimate expenses; the largest expense, 
in adopting an American baby through a 
reputable private agency, is the mother's 
medical and hospital costs plus her pre- 
natal stay in a maternity home (a humane 
American custom). In less reputable ar- 
rangements, there may be sudden de- 
mands for extra money, thinly disguised 
as expenses; for instance, the request, 
from the middle-man to the adoptive 
parents, for a car for the natural mother 
or, perhaps, her college tuition fees. 

Shades of slavery: at this point the 
transaction has drifted into the unsavoury 
world of buying and selling babies. And if 
the adopters are vulnerable, the babies 
they are trying to adopt are far more so. 
State law does not always demand the 
pre-adoption screening of would-be par- 
ents (an integral'part of agency proce- 
dure). When an independent adoption is 
formalised before a judge, the courts, in 
theory, are there to protect the child's 
interest, but few judges are inclined to 
order the removal of a baby from its new 
parents' arms. 

A swiftly growing number of adoptive 
parents (more than 8,000 in 1984) are 
now looking outside the United States for 
their adopted child. Although here too 
the competition is stiff, particularly from 
Western Europe and Australia, Ameri- 
can adopters have a good chance of 
getting a baby, or a slightly older child, 
within a year. In 1984, 60% of the foreign 
adoptees were from South Korea; others 
came from Colombia, India, the Philip- 
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Spoleto in Charleston 


As more and more Americans attend 
arts events each year, so more and more 
Americans realise that there is money to 
be made from them. Among the first to 
do so were the organisers of Spoleto 
Festival USA, which is now being held for 
the tenth consecutive year in Charleston, 


Scottish imports encourage local talent 


pines, El Salvador, Mexico, Chile, Hon- 
duras, Brazil and Guatemala. 

If the adopters go to a reputable agen- 
€y, the procedure will be as correct and 
the screening as thorough as in a domestic 
adoption; the cost, at around $10,000, is 
not exorbitant since the agency and its 
lawyers work hard for the money. The 
system can work happily. Again, though, 
it is wide open to abuse. A document, not 
difficult to obtain, gives adopters what 
amounts to a baby-hunting licence. In 
their eagerness, they may not look too 
closely into how some middle-man/ has 
obtained the child of their dreams; dread- 
ful stories abound, in El Salvador, for 
instance, of babies stolen from their 
mothers and put up for sale. 

Other options exist. Black American 
babies may be easier to find than white or 
brown ones; older children are crying out 
to be adopted. Most of the up-to-date 
information on black adoption is simply 
not available: many of the relevant facts 
are buried beneath impenetrable mounds 
of sensitivity and prejudice. More than 
half of all pre-marital births in the United 
States are black. Yet far fewer black 
women than white women decide to give 
their babies away for adoption: in 1982, 
0.4% of blacks compared with 12.2% of 
whites. 

In addition, both white adoptive par- 





CHARLESTON, SOUTH CAROLINA 


South Carolina, America's finest eigh- 
teenth-century town. 

The festival is the brainchild of com- 
poser-librettist-director Gian Carlo Me- 
notti, who started an annual celebration 
of the arts in Spoleto, in Italy, in 1958. 
Nineteen years later, he chose Charles- 
ton as Spoleto's American home. It has 
proved so successful that Mr Menotti 
intends to start a third festival in Mel- 
bourne, in Australia, this September. 

For Charleston, the festival provides 
an additional tourist attraction over and 
above its many charms. Indeed, it has 
become “the model for cultural tour- 
ism”, according to the festival's general 
manager, Mr Nigel Redden. Between 
70,000 and 80,000 art lovers are expected 
to spend more than $1.2m on tickets 
alone before the current festival ends on 
June 8th. Over the years, it is reckoned 
to have contributed more than $300m to 
South Carolina's economy. ; 

But the multiplier at work in Charles- 
ton is not just an economic one. Not only 
does the festival bring first-class per- 
formers to Charleston once a year, it has 
also led to a burgeoning local interest in 
the arts. More than a dozen new organi- 
sations—including theatre, music and 
dance companies—have sprung up since 
Spoleto came to Charleston in 1977. 





ents and black social workers are reluc- 
tant to cross racial lines. The states have a 
mish-mash of laws, rules and policies 
about trying to match the colour and 
culture of a child placed for adoption. Yet 
a recent study by two sociologists showed, 


as might have been expected, that black - 
babies adopted into middle-class whit 


families do, on the whole, pretty well. 


They do infinitely better than if they ~ 


had been held on to by their mothers and 
then placed for adoption when too old for 
most adoptive families to want them. 
Disaster strikes when a child-mother 
thinks she can cope and then finds, after a 
long struggle, that she cannot. The child 
is then discarded, into public care and 
foster homes, when he or she is past the 
age of easy adoption. Ten is said to be the 
cut-off age; it becomes hard well before 
that. 

Adoptive parents, secure enough in 
themselves to take on even badly handi- 
capped infants, will hesitate at the idea of 
an emotionally disturbed schoolchild, of- 
ten black and a boy, who has been 
neglected, and possibly abused, for most 
of his young life. People who are uneasy 
about black babies being adopted into 
white homes might note that over 4095 of 
the children in public care waiting for an 
adoptive placement are black. Few will 
find permanent homes. 
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A. Cathay Pacific, we believe our passengers deserve better than 
frozen, packaged and processed food. 

Which is why our chefs insist on using the freshest ingredients available 
around our system. Like this salmon, which will be freshly prepared and 
served on one of our international flights. 

The same principle of using only the freshest produce applies 
wherever you re flying with us. 

At 35,000 feet, you'll find we have the very highest standards of 


service and cuisine, all designed to help you arrive in better shape. 





Arrive in better shape —— 
CATHAY PACI FIC. 


The Swire Group P4 











Moving in the Same Direction 


LUCK -GOLDST 









Lucky-Goldstar is a group of 23 
Korean companies working in chemistry, 
electronics, and services. For each of the last 
five years, annual growth has averaged 24%, 
with sales reaching the U$10 billion mark in 
1985. 

Today, Lucky-Goldstar products and 
services ranging from engineering plastics, 
home appliances and fiber-optic communi- 
cation systems to construction, finance and 
trade are helping to create a better quality 
of life both at home and abroad. 

We also operate Korea’s largest private 
research institutes, investing 4.5% of sales 
into R&D each year. 

But these accomplishments aren't ours 
alone. 

Successful partnerships with such com- 
panies as AT&T, Hitachi, Siemens, and 
Caltex are doing a lot to stimulate mutual 
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growth, while promoting economic develo 
ment and free market systems in other 
countries as well as our own. 
Overseas subsidiaries like Goldstar of 
America (in Huntsville, Alabama) are con: 
tributing to higher employment, too. Wit 
management systems that are resulting in 
greater worker satisfaction, lower absenteet 
and better quality off the production line. 
Lucky-Goldstar. A team of 70,000 in 
dividuals working together with companies | 
around the globe. Bringing the world’s . 
latest technologies to Korea, and the fruit 
of Korea's can-do spirit to the world. 
Take time to find out more about. 
Lucky-Goldstar. Contact the Overseas Plan 
ning Dept., Lucky-Goldstar Int'l Corp, — ^ 
CPO Box 1899, Seoul, Korea. Phone- 
(02) 777-8097, Telex K27266 LGINTL. 





LUCKY-GOLDSTAR 


Business fields of Lucky-Goldstar companies: 
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Trust is gol 


Cariplo, one of the largest Banking gt оирѕ 1n Italy. 
Headquartered in Milan and linked on-line with over 500 branches 
throughout Italy, Cariplo is able to provide full banking and 
financial related services along with financial planning advice 
Worldwide, Cariplo maintains relationships with more than 1200 
correspondents. It also has branches in New York and London, 

6 Bishopsgate, London EC2N 4AE, Telex: 887641, Tel: 283 3166, 
and representative offices in Brussels, Frankf urt, Hong Kong and Paris 
among the most important financial centres in the world 
Cariplo keeps you up-to-date with the world's economy. 
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CASSA DI RISPARMIO DELLE PROVINCIE LOMBARDE 


The bank you can trust. 
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EUROPE 


The long, slow, 
from Helsinki 


Is it worth going on any longer with the 
weary and unrewarding “Helsinki pro- 
cess”, now 11 years old and seemingly 
getting nowhere? 

In Bern on May 26th, after several 


—. veeks’ work by representatives of 35 


governments, a conference on East-West 
contacts ended without agreement. Last 
year this had happened twice, in Ottawa 
in June and in Budapest in November, 
without attracting much attention. But 
this time one thing was different. At the 
end of the Bern talks a rift emerged 
between the Americans and the West 
Europeans, which made a little news. 
All three meetings were part of the 
“Helsinki. process”, the pursuit of the 
aims stated at the Conference on Security 
and Co-operation in Europe (CSCE) held 
in Finland in 1975 by 32 European states 
plus America, Canada and the Soviet 
Union. The decision to hold the three 
-meetings had been taken in 1983 in Ma- 
drid, at the second CSCE review confer- 
ence (the third will start in November, in 
Vienna). All three were concerned with 
= the promises made in Helsinki to promote 
ontacts between East and West. The 
Jttawa talks ranged widely over the hu- 
man-rights field; the Budapest ones were 
focused on cultural links; the Bern ones 
on personal contacts. 

Each meeting has taken much the same 
course. The Soviet and East European 
governments are reproached for flouting 
their 1975 promises—on freedom of 
movement and communication between 
East and West—and urged to take specif- 
ic steps to fulfil them. They complain that 
this is outrageous interference in their 
private affairs. The democratic (both 
NATO and “‘neutral”) states point out that 
it is nothing of the kind: the communist 
regimes are simply being asked to comply 
with the international agreement that was 
solemnly signed on Russia's behalf, in 
Helsinki in 1975, by Leonid Brezhnev. 

The Russians then offer to accept some 
form of words that would look vaguely 
respectable and cause them no real pain. 
The NATO states and the neutrals are 
obliged to choose between helping to 
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muddy road 


pour out whitewash or letting the talks 
end without an agreed statement. In 
Ottawa and Budapest they opted for no 
statement. In Bern, however, they were 
about to accept one when the American 
delegation received orders from Wash- 
ington not to go along with it. 

Just the usual breach between tough 
Americans and timid Europeans? Not 
quite. Some special factors affected the 
Bern talks. On the one hand, the atmo- 
sphere was more relaxed than in Ottawa 
or Budapest. And the proposed state- 
ment, based on a Swiss formula, did 
include a few specifics; for instance, 
about ending interference with East-West 
telephone calls and mail. 

On the other hand, Bern’s “personal 
contacts" agenda was particularly close to 
the bone for the Americans. Mr Michael 
Novak, their chief delegate, stressed this 
at the start, pointing out that a tenth of 
America’s population is of East Europe- 
an origin. The idea of inducing the com- 
munist governments to permit more emi- 
gration has more appeal in America than 
in thickly peopled Western Europe. 

In Bern, West German delegates were 
urging communist ones to perceive that 
there might be fewer demands for permis- 
sion to emigrate if their governments 
would allow more East-West visiting. For 
the Americans, the breaking-point may 
have come when the Russians insisted 
that a proposed formula about simplify- 
ing exit-visa procedures should apply only 
to movements between the 35 CSCE coun- 
tries; this would not have helped a person 
seeking permission to join relatives in 
Israel—the only request a Soviet Jew can 
make with any hope of success. 

If nothing of substance has emerged 
from Ottawa, Budapest and Bern, little 
more optimism is at the moment being 
expressed about the much longer-running 
CSCE conference in Stockholm. This be- 
gan in January 1984 (and is due to end by 
September) because, five years ago in 
Madrid, the Russians demanded a special 
CSCE conference on disarmament. The 
democracies recoiled from the idea of just 
creating one more forum for vague talk 


about arms control; but it was eventually 
agreed, on France’s initiative, to hold 
talks in Stockholm about “confidence- 
and security-building measures and 
disarmament”. 

Russia, having had to accept the 


Promises, promises from Brezhnev in 1975 _ 
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French logic that the “measures” must - 
have priority, then turned to claiming that _ 


formal statements of peaceful intentions 


were the best way of building enough - 


confidence and security to make disarma- 
ment possible. The westerners insisted on 


practical steps, such as more openness - 


about big military movements and exer- 


cises. The Russians dug in their heels | 


again; and the chief American delegate in 
Stockholm said recently that “the possi- 
bility of failure looms large". 

So is it all worthwhile? The various 
CSCE meetings may make possible some 


useful discussions between pairs of at- - 


tending countries. They may yield a drib- 
ble of small Soviet concessions: during - 
the Bern talks Russia promised to let 117 
people join relatives in America. But they 
do not prevent tightening-up moves by - 
the communist states. As the latest talks 
ended, new impediments arose to west- 
ern diplomats’ freedom of movement in - 
Berlin (see box on next page). And, as 
Bern showed, these meetings can high- 
light a western disunity that encourages 
Soviet intransigence. ^ 
And yet, and yet. While the delegates - 
talked in Bern, there was a poignant 
reunion in America between two mem- 
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Pin-sticking 


FROM OUR BONN CORRESPONDENT 


Berlin crises were meant to be a thing of 
the past. They may not be. A small one, 
which may yet turn into a bigger one, has 
been going on for the past week. 

During. the weekend of May 24th- 
25th, East German border policemen 


broke from normal practice by asking 
western diplomats based in East Berlin 
to show their ports when crossing 
between the two halves of the city. 
Diplomats from the three western “occu- 
pying powers"—the United States, Brit- 
ain and France—were allowed through 
the crossing-points after showing an East 
German accreditation card. Those from 
other western countries were turned 
back if they did not produce passports. 
The East Germans say they are simply 
following the anti-terrorist controls the 


a D, bers of the “Helsinki monitoring group" 
— that was formed in Moscow ten years ago 


and was relentlessly persecuted until most 


- of its members were either in exile or in 


Й prison: Мг Anatoly Shcharansky, freed in 


n . February after nine years in Soviet jails 


and camps, and Mrs Yelena Bonner, who 
is now returning to join her husband, 
Andrei Sakharov, in his lonely incarcera- 
tion in Gorki. Some words from Mr 
Shcharansky's message to the unofficial 
"counter-conference" staged in Bern 
seem relevant. 
He was convinced, he said, that “the 
- international community's struggle to in- 
duce the Soviet Union to begin at last to 
fulfil the agreements it signed at Helsinki 
is more urgent than ever". He hoped the 
process would lead to constructive steps 
that would help to make “real trust be- 
tween great countries" possible; and, he 
concluded, “аз a necessary condition for 
this, the Helsinki agreement's human- 
rights sections must be fulfilled". 
Such a task, once embarked upon, is 
hard to abandon. 


West Germany 
President-power 


FROM OUR BONN CORRESPONDENT 


Mr Richard von Weizsäcker, West Ger- 
many's president, is almost too good to be 
true. A patriarchal, white-haired figure, 
he fills his job with both style and an 
unusual degree of substance. In the pro- 
cess, he is transforming the presidency 
from a largely ceremonial, studiously 
neutral function into a post of real author- 
ity. This earns him high approval ratings 
among West Germans, but risks making 
him less popular with his fellow Christian 


West imposed on people crossing from 
east to west after the disco bombing in 
West Berlin on April 5th. The suspicion 
is that in fact the East Germans are 
trying to make the western allies accept 
the Berlin border as an international 
frontier, which would imply acceptance 
of East Berlin as part of East Germany. 
The allies insist that all Berlin still comes 
under a four-power hat, and treat West 
Berlin as formally separate from West 
Germany. So they resist the new pass- 
port controls. 

Whether this apparent bit of legalism 
turns into a full-scale Berlin crisis de- 

nds on the leader of the fourth power, 

ussia's Mr Mikhail Gorbachev. Would 
the East German government have acted 
without consulting the Russians? Well, it 


Democrat, the federal chancellor, Mr 
Helmut Kohl. 

Mr von Weizsacker’s latest sortie, at a 
trade union congress in Hamburg on May 
25th, brings him into direct conflict with 
Mr Kohl on the question of nuclear 
energy. The president chose his subject 
well. One opinion poll reports that the 
accident at Chernobyl has aroused more 
concern among West Germans than the 
building of the Berlin wall in 1961 did. 
But the concern has not produced much 
clarity of response from politicians, ex- 
cept among the ecological Greens, who 
simply want all nuclear power stations 
shut down immediately. 

The opposition Social Democrats say 
they favour a switch away from nuclear 
power, but their candidate for chancellor 
in next year's general election, Mr Johan- 
nes Rau, has cautioned that this could not 
be achieved before the end of the centu- 
ry. The small Free Democratic party, the 
junior partner in the federal coalition in 
Bonn, is sitting on the fence. For their 
part, the Christian Democratic party's 
managers are particularly concerned 
about the effect Chernobyl may have on 
the state election in Lower Saxony on 
June 15th. But Mr Kohl has refused to 
budge from his position that nuclear ener- 
gy is safe and cheap. 

The chancellor's stand, in the face of 
opinion polls reporting mounting opposi- 
tion to nuclear power, made Mr von 
Weizsácker's speech in Hamburg all the 
more striking. The president acknowl- 
edged that it would be unwise to go as far 
as the Greens suggest, but he insisted that 
simply carrying on with the existing nucle- 
ar programme regardless of what had 
happened at Chernobyl would amount to 
an abdication of politics to technology. 
He spoke earnestly of the need for politi- 


has done it before. It even occasionally 
annoys the Russians by pretending to 
have done away with all those old four- 
power controls. One attempt, in 1985, by 
the East German government to change 
the name of the Soviet forces on its 
territory—from “Group of Soviet Forces 
in Germany" to the less slighting 
“Group of Soviet Forces in the German 


Democratic Republic"—got a dusty re- 


ply from the Russians. When they want 
to show who's boss, the Russians tend to 
take their army out on manoeuvres. 

The Russians have their own interest 
in keeping a four-power foot in Germany 
and Berlin. Mr Gorbachev will probably 
therefore not want to let the latest affair 
go beyond the level of a try-on. Unless, 
that is, he is looking for a convenient 
place to stick a pin into the West as the 
argument about the timing and subject- 
matter of the next Russian-American 
summit continues. 





cians to show some humility in admitting 
that they might not have ready-made 
answers to unexpected problems. 

Previous West German presidents have 
not always been content with the quies- 
cence that was supposed to go with the 
job. But none has spoken out on big 
issues as freely as Mr von Weizsäcker. 
Last year, the president's fine speech on 
the 40th anniversary of the Nazi defeat 
eclipsed Mr Kohl's more pedestrian ef- 
forts. At the Hamburg congress, he won a 
standing ovation not so much for his 
comments on nuclear energy as for his 
support of trade unions' role in society in 
the face of a government which many 
labour leaders think is out to sap them. 

A former Christian Democratic mayor 
of West Berlin, Mr von Weizsácker« 
moved to the presidency in Bonn tw 
years ago. Some members of his party, - 
worried about Mr Kohl's low standing in 
opinion polls and his tendency to fumble 
big issues, have wondered whether the 


Not just a pretty face 
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66-year-old president might not become а 
-candidate for chancellor one day. But his 
present position seems to suit Mr von 

Weizsäcker fine; As president, he can 


vspeak out at carefully chosen moments 


^ without getting involved in the daily polit- 
yz ical fray. 


5 Italy 
. Mighty de Mita 


FROM oun ROME CORRESPONDENT 


"Mr Ciriaco de Mita, the leader of Italy's 
< largest political party, came to its confer- 
ence in Rome on May 26th determined to 
“Бе re-elected as secretary of the Christian 
;: Democrats at the conference’s close five 
days later. By nature Mr de Mita is a 
pessimist, but even he was reassured by 
the ovation that greeted his 34-hour open- 
ing speech, not to mention the calculation 
“that 70% of the delegates were commit- 
чей to his cause, and his few opponents 

divided... 
. The собак will affect the future 





-... not only of the Christian Democrats, but 


also of Italy’s five-party ruling coalition 
гапа its Socialist prime minister, Mr Bet- 
tino. Craxi. Many Christian Democrats 
resent. Mr Craxi’s continued hold on of- 
ce since August 1983, an Italian record. 
he Socialists, after all, won only 11.496 
‘the votes in the election in June 1983. 
The Christian Democrats’ share of 32.6% 
was; for them, a serious setback, showing 
that the “lay” parties (Socialists, Liberals 
с and Republicans) were on ће advance. 
Муг Craxi was allowed to take the top job 
while the Christian Democrats -pulled 
their own party together. He was an ally, 
but was never intended to become an 
indispensable one. 
cst Mr. Craxi's arrival at the conference 
., Was greeted with catcalls. Mr de Mita 
made his claim to the premiership explic- 
"it: “Tt isa rule of democracy, and not an 
: exception, that the government should be 
headed by a representative of the largest 
< oparty”; he said, to loud cheers. But he 
was prudently vague as to when the 









= -change should take place, simply making 


"clear his belief that it should be before the 
general election due in 1988. 
Unfortunately for the. Christian Demo- 
“rats, they need Mr Craxi апа his coali- 
© ton partners to make up a majority. The 
- Socialist leader has been compared to the 
«medieval Tuscan bandit whose power lay 
in his control of a vital mountain pass. Mr 
Че Mita is a long-term strategist, not the 
sórt.of bold hero who tries to dislodge 
-o bandits by a direct attack. He asked 
delegates for a third term as party secre- 
> tary in order to complete the renovation 


Set his party. Last year his changes were 


_ -vindicated when the Christian Democrats 





raised their share of the vote to 35%, all 
told, at the municipal, provincial and 
regional elections. But he thinks there is 
more to be done. 

At his first election as party secretary, 
in 1981 (he won again in 1984), Mr de 
Mita was relatively unknown. He had 
methodically worked his way up through 
the party ranks, backed by a small group 
of like-minded men from his home town 
of Avellino and the mountain region 
behind Naples. A self-taught early 
school-leaver, he won a scholarship to 
Milan. His supporters are mostly well- 
educated and impatient of the old system 
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The man who would be Caesar 


that gave faction leaders so much power. 

His main innovation has been a willing- 
ness to criticise the party’s mistakes, 
including complacency, indulgence in pa- 
tronage and lack of new ideas after 40 
years continuously in government. In Sic- 
ily, for instance, the Christian Democrat- 
ic leaders had been discredited, partly by 
supposed connections with the Mafia; he 
has imposed a new set of candidates for 
the coming regional election there. He 
has made a determined effort to limit the 
power of the old party factions, or cor- 
renti, which operated nationwide, by 
changing the rules for electing delegates 
to the party conference; they are now 
chosen on local lists, not nationally. 

The correnti will not disappear without 


a fight. Some of the old guard, not 
the foreign minister, Mr Giulio 
dreotti, and Mr Carlo Donat Catt 
Turin, came to the conference under 
own banners; they and several 
must still be reckoned with. But the pa 
has changed, and for the better. = 

In particular Mr de Mita, while 
firming his party's Catholic roots, 
taken a step back from the Rom 
church, regarding it more as a moral t] 
a political pressure group. (In this he i 
line with most of today's Italian cler 
He presents the.Christian Democ 
party of reform, committed to 
waste and inefficiency in the soci 
vices, and to making state industi 
itable, while protecting ће 
short, he intends to compete wit 
Craxi’s Socialist party for the votes ‹ 
centre and the centre-left. At the nex 
election, or sooner, Mr de Mita intends 
be prime minister. 





France 


A lark among 
hawks 


FROM OUR PARIS CORRESPONDENT 


Just after breakfast on May 25t 
Alouette helicopter appeared out of 
blue sky over La Santé, a high-secu 
prison in the south of París. Down сат 
rope and up went Mr Michel Vaujou 
four-time escaper serving an 18-year sen 
tence for armed robbery. Piloted by 
chestnut-haired wife Nadine, the helicop- 
ter landed moments later on a nearb 
football pitch. There the couple vanished 

One Alouette is not going to unmak 
Mr Jacques Chirac’s campaign for mo 
law and order in France. But this escap 
was a dashing reminder that crooks. ar 
hard nuts to crack. Conservatives courted 
votes in the March election by suggesting 
that the Socialists had been soft on crime. 
Now the prime minister is under pressur: 
to produce results. 

His government is introducing three 
main measures to make daily. life 
France seem safer. On May 27th, the 
cabinet cleared a crime-fighting bill for 
parliament. This includes tougher: sen- 
tencing, easier prosecution on what th 
British would call conspiracy charges, ari 
wider powers for the. police to stop’ and 
question people in the streets. The coun 
cil of state, which advises the governme 
on the legal and constitutional aspects : 
bills, has raised doubts about parts.of the 
bill. President Mitterrand has his. ov 
strong misgivings. 

The issue of identity checks has got th 
most attention. Since taking office 
March, the government has great 
























Stepped up police patrols in the streets. 
Many French people, especially conser- 


. vative voters, approve. But even some 


policemen doubt whether random street 
checks are the best way to catch crimi- 
nals. And civil-rights lawyers complain of 
abuses, particularly against people of 


— Arab or African origin. 





Against terrorists, Mr Chirac's govern- 
ment is bringing France up to date by 


. offering rewards for informers. This has 


been common practice elsewhere in Eu- 
rope for some while. Mr Chirac wanted to 
make "terrorism" a new category in the 
criminal law. But defining the word has 
proved difficult. Under the government's 
terrorism bill, investigations of political 


violence are to be focused in Paris and the 
police will be able to hold suspects with- 
out charge for four, not two, days. 

Mr Chirac avoids the error of many far- 
right National Front supporters, who 
tend to treat crime and immigration as 
one issue. The final element in his anti- 
crime campaign is coming in a third bill. 
This would make it easier to expel illegal 
immigrants, or foreigners who break the 
law, without full court hearings. 

Although the government does not 
boast about it, it has so far left many 
Socialist reforms untouched. The Social- 
ist government abolished the death penal- 
ty, gave French citizens the right to com- 
plain directly to the European Human 
Rights Commission in Strasbourg, and 
curbed the power of magistrates. It also 
brought cameras into the courtroom: an 
added reason, perhaps, for Mr Jean- 
Marie Le Pen, the leader of the National 
Front, to dismiss Mr Chirac's anti-crime 
campaign as “cinema”. 


Soviet Union 
No, ambassador 


FROM OUR MOSCOW CORRESPONDENT 


Mr Mikhail Gorbachev turned up in de- 
termined mood on May 23rd at the Sta- 
linesque skyscraper on Smolensk Square 
in Moscow that houses the Soviet foreign 
ministry. The Soviet leader had called his 





Your papers, please 


FROM OUR PARIS CORRESPONDENT 


Out of fear of crime and terrorism, is 
Western Europe becoming less tolerant? 
Almost all European countries are either 
introducing or modernising the compul- 
sory identity card, making it easier for 
the authorities to keep tabs on people. 

Britain, Holland and Switzerland are 
three rare European countries where 
people do not have to carry identity 
cards. Italy’s government proposes to 
introduce one nationally, even though its 
efficient police forces all but stamped out 
the Red Brigades and took on the Mafia 
without the help of such a card. 

Everybody in Greece is meant to get 
an identity card from the local police 
station. Police in the big cities tend 
reasonably not to bother with these local 
cards. The Socialist government wants to 
bring in a numbered identity card that 
everybody in Greece would have to 
carry. The conservative opposition says 
this will increase official meddling in 
daily life. 

In West Germany, France, Belgium 
and Spain, people have long had to carry 
an official identity card. Most of these 
used to be dog-eared bits of paper which 


were relatively easy to forge. Now the 
governments of these countries are 
bringing in unfakeable cards that can be 
read by a computer. France's Socialist 
government of 1981-86 limited the cir- 
cumstances in which the police could ask 
for people's papers. If the new govern- 
ment has its way, these restrictions will 
be lifted. 

In Sweden and Denmark, people are 
not obliged to carry identity cards. But 
every Swede or Dane has a code-num- 
ber, giving date of birth, gender and 
origin (native-born or foreign). This 
number appears on driving licences, wel- 
fare cards, tax returns and passports. 
Policemen or officials can use the num- 
ber to find out from computer-banks 
how many parking tickets the holder 
owes, how much tax he pays or how 
much dole he draws. 

The traffic police are not meant to dig 
into a person's taxes, or tax officials into 
his driving record. Only public officials 
are meant to be able to call up data. But 
not long ago a Swedish journalist, using 
his friends' code numbers, showed that 
information was easy to get. 





ambassadors home and appears to have 
used the opportunity to deliver a scathing 
criticism of his country's recent diplomat- 
ic failures. The pep-talk is part of Mr 
Gorbachev's effort to make Russia look a 
more dynamic and flexible place in the 
eye of people abroad. 

Behind the push for a new Soviet image 
there have been a series of less public 
changes to the policy-forming machinery. 
These have reasserted the Communist 
party's control over foreign policy, and 
cut down the powers that the foreign 
ministry enjoyed before Mr Andrei Gro- 
myko was moved upstairs last year to 
become president. His successor as for- 
eign minister, Mr Edward Shevardnadze, 
lacks Mr Gromyko's experience; he has 
come across as an amiable executive 
rather than a maker of policy. So Mr 
Gorbachev has had room to manoeuvre. 

In March he started a series of reshuf- 
fles by appointing Mr Anatoli Dobrynin, 
Russia's former ambassador in Washing- 
ton, to take charge of the international 
department of the party's Central Com- 
mittee, which watches over foreign poli- 
cy. As Mr Gorbachev's right-hand man, 
Mr Dobrynin is much more important 
than the octogenarian he replaced, Mr 
Boris Ponomarev. 

Mr Dobrynin was joined earlier this 
month by two new deputies co-opted 
from the foreign ministry, including its 
main America specialist, Mr Georgi Kor- 
nienko. The job of liaising with other 
ruling communist parties, including those 
in Eastern Europe, has gone to another 
new man, Mr Vadim Medvedev. A for- 
mer ambassador to Canada, Mr Alexan- 
der Yakovlev, has taken over the Central 
Committee's expanded department for 
propaganda and information. 

Mr Gorbachev has already replacec 
about 35 of the Soviet Union’s ambassa- 
dors abroad. There are new men in Pe- 
king, Bonn, Paris and London, as well as 
in Washington. One sign that the shake- 
up has not been without hitches was the 
appointment of Mr Yuri Dubinin to the 
Washington slot barely two months after 
he had been named Soviet ambassador to 
the United Nations in New York. 

Foreign embassies are an elegant dump- 
ing-ground for still-useful old hands who 
are being moved out of Moscow, They are 
also places where younger high-flyers can 
put their skills to good use. Mr Leonid 
Zamyatin's move to London falls into the 
first category; as a Central Committee 
member he carries more clout than his 
predecessor in London did. The arrival in 
Bonn of Mr Yuli Kvitsinsky, an articulate 
former arms-control negotiator, falls into 
the second category. A man of his calibre 
was needed to match Mr Richard Burt, 
America's ambassador in Bonn. 

What new policies does Mr Gorbachev 
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Once upon à time, the simplest way for 
Europeans to get to know each other's 
culture was to read each other's litera- 
ture. Broadcasting and easier travel have 
now opened other possibilities: people 
and television programmes move with 
increasing ease across Western Europe's 
national frontiers, and in some ways 
Europeans know more about one anoth- 
er than ever before. But what about 
books? In a truly barrier-free Europe, 
Europeans would be busily dipping into 
each other's libraries. They aren't. 

Enthusiasm for reading foreign books 
naturally depends in part on the enthusi- 
asm for reading in general, and Europe- 
ans' reading habits differ. In West Ger- 
many and Denmark, for example, two 

ople out of five claim to read regular- 
y, while in less literate Spain a third of 
the people asked say they never read a 
book at all. According to one study, in 
Sweden and Holland the average adult 
gets through nearly seven books a year, 
whereas the average Italian reads only 
one and a bit. 

Then there is the question of lan- 
guage. Since English is so widely spoken, 
the British tend to be lazy about learning 
other European languages and read few 
books in them. For the same reason, 
other Europeans read more books in 
English than in any other foreign lan- 
guage—although, of course, many of 
these are written by Americans. 

According to a survey by the British 
Council, in continental Europe West 
Germany is the largest importer of Brit- 
ish books, followed by Holland and 
Scandinavia. Since so few outsiders 
speak their languages, the Dutch and 
Scandinavians have a natural interest in 
learning, and reading, English. It is less 
clear why the Germans read more in 
English than, say, the French. 

Most of the books Britain exports to 
Europe are technical and school books. 
The same is true for Europe's other 
major book exporter, France. Librairie 
Hachette, France's largest publisher, 
says that apart from school textbooks its 
sales to other European countries are so 
small that it does not keep precise re- 
cords. West German and Italian publish- 







want his new-look team to represent? He 
says he wants better relations with China 
and has dropped heavy hints that he 
would like to find a solution to his army's 
war in Afghanistan—provided the price is 
not too high. He has deluged the West 
with arms-control proposals, including 
ones for the eventual elimination of nu- 
clear weapons, a ban on chemical weap- 
ons and on nuclear-weapons tests, and a 
reduction in the number of troops on both 
sides of Europe. 

But quantity alone is obviously not the 
answer. In each case, a glance at the fine 


Reading between the countries 


ers also report minimal foreign sales. 
And the libraries of the Goethe and 
Italian institutes dotted around Europe 
are used mainly by foreigners and by 
language-students who, it seems, rarely 
continue to read foreign books in the 
original once their studies are over. 

Translation is the simple way of over- 
coming the language barrier. A director 
of FNAC, à chain of bookstores in Paris, 
believes that even people who know a 
foreign language tend to buy a book in 
translation rather than go to the effort of 
reading it in the original. 

Among EEC countries, West Germany 
is the most active in translation: in 1979 
(amazingly, the latest year for which 
comparative European figures are avail- 
able) some 8,000 foreign works were 
translated into German, but even that 
amounted to less than 15% of all new 
titles published there. In Britain and 
France, less than 5% of new titles were 
translations. The European Commission 
thinks translations are a good thing: 
since 1982 it has been making a modest 
contribution towards the cost of having 
contemporary authors who write in mi- 
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print has left the Reagan administration 
unenthusiastic. Even before Mr Gorba- 
chev offended public opinion in both 
Western and Eastern Europe by his han- 
dling of the Chernobyl nuclear accident, 
there were signs of increasing anxiety 
from the Kremlin over the failure of 
Russia’s arms-control ideas to capture 
imaginations in Europe, as well as in 
America. As a man who is supposed to 
know the West and understand its ways, it 
will now be Mr Dobrynin’s job to get 
Soviet foreign policy moving towards a 
clear objective. 


EUROPE 


nority EEC languages such as Danish or 
Greek translated into English, French or 
German. 

Which authors are the most popular in 
translation? Dead ones, it seems, and 
contemporary writers of low- and mid- 
dle-brow works. The French read Dick- 
ens and Jeffrey Archer, the British read 
Flaubert and Astérix. On the whole, 
books by serious contemporary novelists 
are not widely known outside their own 
countries. 

There are exceptions, of course. They 
include Umberto Eco's // Nome della 
Rosa ("The Name of the Rose") and 
Oriana Fallaci's Un Uomo (*A Man"). 
Anthony Burgess's novel “Earthly Pow- 
ers" has sold over 100,000 copies in 
France and is the only foreign-language 
book to have topped the French best- 
seller list. L'Amant (“The Lover"), a 
recent novel by France's Marguerite Du- 
ras, has been translated into nine other 
European languages: so far it has sold 
about 140,000 copies in West Germany, 
100,000 in Italy, but only 3,000 in Brit- 
ain. By comparison, several million Eu- 
ropeans outside Britain are expected to 
tune into the televised coverage in July 
of the marriage of Prince Andrew and 
Miss Sarah Ferguson. 






























Spain 
Kick-off, turn-off 


FROM OUR SPAIN CORRESPONDENT 


During the next three weeks Spanish 
politicians will be competing with soccer 
players for the attention of Spaniards who 
expect the World Cup in Mexico to be 
more gripping than the political contest in 
Spain. After the excitement of the NATO 
referendum in March, Spaniards are find- 
ing it hard to work up much enthusiasm 
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or the parliamentary elect 
22nd. Everybody believes the Socialists 
-win comfortably. And if the election 
ampaign is as bland as the policy pro- 
grammes of the main political parties, 
nost of Spain will stick to the soccer.” . 
_ The Socialists. who came to power four 
years ago. are no longer the standard- 
bearers of change. Ideas which the “reali- 
ties of government” (to quote the prime 
minister, Mr Felipe Gonzalez) forced 
_them to jettison have surfaced elsewhere. 
ome of these ideas are to be found in the 
rogramme of the Social and Democratic 
ntre (CDS)—a left-of-centre party led 
y a former prime minister, Mr Adolfo 
uarez—and others in that of the United 
eft, a fragile patchwork of pacifists and 
ft-wingers stitched together after 6m 
paniards voted “по” to NATO in March 
m voted “уе$”). What new policies 
те are come mostly from the right: 
om Mr Manuel Fraga's conservative 
opular Coalition and from Mr Miquel 
.oca’s liberal Reformist party. 


_ May in the EEC 
` Chernobyl | 


The EEC banned imports of fresh food 
from East European countries until the 
end of May because of fears that it might 
be contaminated by fall-out from Cher- 
nobyl. These shipments are worth nearly 
$1 billion in a full year, mostly from 
Hungary, Poland and Yugoslavia (sce 
chart). After special pleading by West 






























EEC fresh-food imports, 1985 
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Total from Eastern 
.. Europe*; $986m 


* Excluding East Germany 
Source: EEC Commission 


Germany, East Germany was excluded 

from. the ban. Its food exports were 

subjected to the same controls as those 
г from non-communist countries affected 
by Chernobyl fall-out. 


The Yugoslavs and the other East Euro- 
"peans were rightly furious. But this did 
<- Bot stop Comecon from responding posi- 
"tively to the EEC's latest proposals. for 
deser relations. The idea is to have a 
(largely decorative) joint declaration by 





the two groups and a series of trade and. 


co-operation agreements between the EEC 


s boldly promised ` Г 


to create 800,000 jobs, Since then the | 


official unemployment rate has risen from 
17% to 21%, and this time the Socialists 
are making no promises: they merely 
hope that “moderate economic growth 
and favourable international circum- 
stances" will ease the problem. Other 
parties are less timid. The Reformists say 
unemployment can be. halved by encour- 
aging part-time work and private-sector 
investment. The CDs and the United Left 
still believe that more public spending 
and higher taxes will do the trick. 

The United Left would like to nationa- 
lise banks, but almost everybody else 
wants to reduce Spain's cumbersome 
public sector. The Popular Coalition and 
the Reformists favour freezing the re- 
cruiting of civil servants, trimming gov- 
ernment departments, and selling off 
most of the state holding company INI. 
Like Mr Suarez, Mr Roca wants more 
spent on health and education. 

Mr Fraga likes to sound tough on 


and individual Comecon members. Even 
East Germany, which already has privi- 
leged access to the EEC market by way of 
West Germany, and normally reticent 
Russia,have said they want early discus- 
sions with the Community. 

Reform 

Denmark, the last country to accept the 
mild reform of the Community's Rome 
treaty negotiated last December, becarne 
the first to ratify the agreement. The 
reform still needs to be ratified by: the 
other 11 parliaments to become law on 
schedule at the end of this year. 


Trade 

JL —-— 
A food-trade war with America moved a 
little nearer. The United States imposed 
quotas on a range of EEC food products 


· because of restrictions applied to its cereal 


and oilseed exports to Portugal. The quotas 
are symbolic, since they allow present 
levels of trade to continue. But things will 
get worse if the dispute—over falling 
American farm sales to Spain and Portu- 
gal—is not settled by the end of June. The 
Americans have threatened to increase 
import duties on EEC products on July Ist. 


Farm prices 


As expected, the West German govern- 
ment agreed to compensate its farmers- 
for some of the price reductions imposed _ 
on them at the Community's price-fixing 
in April. The ЕЕС obliged by allowing 
West Germany to reclassify nearly half. 
its farm acreage as poor areas, eligible 










que separatist organisation — 
ETA. On defence, both Mr Fraga and Mr 
Roca favour Spain's full military integra- 
tion in NATO. The Socialists say they will 
keep their country out of the alliance's 
military structure and reduce the number 
of American troops stationed in Spain. 

A growing number of Spaniards would 
welcome a change in the electoral System, 
which is based on lists of candidates drawn 
up by the leadership ofeach party. This, say 
the critics, places ! power in the 
hands of the part Squeezes out 
independents, and is impersonal: the 
choice for voters is between whole party 
lists, so they tend to vote for party labels 
rather than individual candidates. The 
United Left suggests letting voters pic 
candidates from different lists. As it iv, 
many Spaniards know more about the 
playersin Mexicothan aboutthe politicians 
they will be electing on June 22nd. 

























































for higher levels of government support. 


Finance px estu Qd 
The president of the European Con 
sion, Mr Jacques Delors, proposed 
ing all capital movements within the EEC 
by 1992. Investors would be able to deal 
in shares and bonds on any Community 
stock exchange and companies could 
raise capital in the member state (and 
currency) of their choice. 


Court of justice Von Xll 
The court condemned France for impos- 
ing unnecessary restrictions on doctors | < 
and dentists from other EEC countries 
who are entitled under Community rules 
to practise in France. The court. ruled 
that the British government had acted 
illegally in blocking an appeal by a wom- 
an police officer in Northern Ireland who 
lost her job when the Royal Ulster Con- | 
stabulary decided to stop employing 
armed policewomen. The judges ordered 
her appeal to be heard by a Belfast court. 





















































ASSOCIATION FOOTBALL 





A battered sport and 
a troubled business 


In the past two decades, professional football has grown into a serious 
business. Too much of this business is still run by amateurs, part- 
timers and boasters, and as a result most football clubs are losing 
money. The strain on their finances is now getting worse because the 
world’s most popular sport has lost its ability to draw enormous crowds 
every weekend. How has football got into this mess, asks Jeremy 
Gavron, and what is it doing to get out of it again? 


Sixteen years ago in the Aztec stadium in 
Mexico City, a joyous Brazilian team 
sealed football’s most memorable World 
Cup finals with a dazzling 4-1 victory over 
Italy. The 16-team tournament saw Latin 
flair triumph in the sun over the dour 
organisation that had won the cup for 
England four years earlier. Skilful and 
honest players like Brazil's Pele, West 
Germany's Gerd Müller, Italy's Luigi 
Riva and England's Bobby Charlton de- 
lighted the watching world. In the rar- 
efied air of Mexico City, more than 2,000 


THE ECONOMIST MAY 31 1986 


metres above sea level, football held its 
head high. Football needs a similar spar- 
kle from the 1986 finals, which kick off 
this week in the same stadium: it is a 
battered sport and a troubled business. 
Football is played everywhere, but it is 
a full-blown professional sport (and so a 
business) only on two continents, Europe 
and Latin America. This survey will focus 
in particular on two of the three distinct 
footballing areas of Europe: the north, 
especially England and West Germany; 
and the south, mainly Italy and Spain. It 


will also draw examples of the Latin 
American game from the top two football 
nations in that continent, Brazil and Ar- 
gentina. These limits do not imply that 
football is played without skill or dedica- 
tion elsewhere. Uruguay, for instance, 
has won the World Cup twice and is many 
people's favourite for this year's tourna- 
ment (though it is the only World Cup 
winner outside the six mentioned 
above—having won the cup twice); Bel- 
gium and Holland have produced world- 
beating national and club sides; Scotland, 
Denmark and France are three of the best 
teams in the world today. 

Nor are other areas lacking in football 
talent or free of troubles. In Eastern 
Europe, where football is played to the 
highest standard in Russia, Poland, Hun- 
gary, Romania, Yugoslavia and Czecho- 
slovakia, the sport is not strictly profes- 
sional and therefore not really a business. 
It is, however, racked with intrigue and 
corruption. But the six chosen countries, 
with references to others, should be 
enough to give an idea of football's trou- 
bles. And the lessons to be drawn from 
them (with special attention to England, 
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ASSOCIATION FOOTBALL. 
Europe's favourite clubs | 






















те football begani can be, with varia- 
universally applied. 
t first glance, the most striking worry 
lat in many countries, attendances 
ecently taken a sharp dive. Football 
1 the most popular spectator sport in 
хопа: national football leagues draw 
of spectators around the globe 
week, and some clubs still fill their 
adiums regularly (see table above). In 
azil, Italy and Spain, football comes a 
se second to Catholicism as a national 
ligion. From 1980 to 1984 attendances 
first division games in Italy by an 
ng 11,000 a match to 39,000, 
gh a "ban on new foreign signings 
ributed to a decline in the 1985-86 
ason. Even the biggest stadiums can be 
o small for big games. Benfica, a Portu- 
ese club, recently enlarged its stadium 
to hold 120,000 people: in January more 
an that number turned up for a game 
with Porto. But in Protestant countries, 
d even some Catholic ones, many who 
the past would have gone to a game 
every weekend now prefer to stay at 
оше (or go shopping or drive across 
town to visit grandma). 

In England, the gaps on the terraces 
have grown raggedly over the past 35 


(‘Staying away 


Average match attendance 
“m first division games 
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years. . The optimistic - postwar years, 
when 1m people would stand to cheer on 


the 92 league teams every Saturday and 


“the turnstiles clicked 40m times іп a 


season, are long gone. But disenchant- 


ment with going to football games has set 
in deeper more.recently. Between 1972 - 


and 1979, total yearly attendances fell by 
less than 1m, to 24.6m. First division 
gates, at 12.7m, were actually higher in 
the 1978-79 season than five years earlier. 


Since then, crowds for all four divisions 
have fallen by more than a quarter to 


fewer than 18m in the season just 
completed. 

Elsewhere in northern Europe, the 
1980s has also been a bad decade so far 


(see chart). The same is true in; South * 


America. Brazilians апа Argentines have 
always been fickle supporters, happy to 
pile into the stadiums and sound their 
horns at big games but staying away when 
less attractive matches are played. But in 
the past few years even the big games 
have drawn fewer people. In Argentina, 
average crowds in the first division аге 
barely above 10,000. In Brazil, things are 
scarcely better. The country has no less 
than 27 stadiums that can accommodate 
45,000 or more spectators (compared 
with seven in England), but few are ever 


filled. Even the national play-offs, featur- - 
ing only the top teams in Brazil, averaged _ 


a mere 17,000 people a game in 1985. 


Fewer people 
pay more 


As attendances have declined, so have 
football clubs’ finances suffered. The 
equation is not, however, as simple as 
that. Until recently, clubs in most coun- 
tries were able to offset the fall in the 
number of spectators by charging more 
for tickets. Replacing cheap standing 
room with more expensive seats has 
helped. So has the introduction of execu- 
tive boxes, where businessmen can take 
their clients and fill them with food and 
drink while they watch the game. One 
London club, Tottenham Hotspur, has 
installed 72 executive boxes and charges а 


rent of up to $20,000 a season for each: 


one. Clubs have also simply raised prices. 
In 1968, a standing ticket at an English 


first division game cost four or five. shil- 


lings (30-40 cents); today it costs around 
$4.50—more than double the amount in 
real terms. 


` For all these reasons, the gate receipts. 


of clubs in the English Football League, 
excluding FA Cup and European matches, 
rose from $11m in 1968 to $59m in 1985. 
Receipts have risen similarly in other 
countries (though in Brazil, for one, а 


certain number of tickets must be sold at 
no more than 1% of the official minimum 


| шоу wage). In italy, tick 


Ф The sport shares 


- Vernons and Zetters, pay foo 





sales gor 
the 16 teams in serie A, the first division, 

rose from $38m in 1982-83 to $83m in the 
1985-86 season. Napoli alone, pepped up 


Бу the signing of Diego Maradona, an 


Argentine star, sold tickets worth $7.4m 
last year. . 


Paid to display 


While in the past football paid nearly all 
its bills with gate money i it now has three 
extra sources of in : 







betting on football lo "dr In England, 
the. “pools”. compani к, 


a year for the copyright о rin sched- 
ules. The British government has also 
granted the sport a $10. 5m-a-year levy 
from Spot-the-Ball competitions (though 
the Football League would like a share in 
the $300m-plus the government gets from 
its 421% tax on the pools). In West 
Germany, the sums are even smaller. The... 
18 teams in “the Bundesliga shared 
$700,000 from the pools. last year. But in 
Italy, where politicians lov * all, ‘th 













game. 
@ Television pays to show 
though also not very much. The i 
liga got $1.5m to share between its 18 
teams in the 1984-85 season. Spanish 
television paid $1.2m for recorded games, 
and between $90,000. and $140,000 for 
each live one—depending on how popu- 
lar each match is. In England the going 
rate of $4m-5m for a season is regarded as 
derisory by many in the game. 

© The newest and most h ative source 
of money is sponsorship. 
tising, on boards around the pitch, has 










Who sponsors whom 

Club Sponsor... Amount. 
Juventus Ariston’ 1000 
Verona. тшс 7.900 
Inter . Mara, n 
Napoli TERN y: 
Вота . Ваа 770 
Sampdoia ·  Phonoa - 770 
West Germany E | f 
Stuttgart — кеіаскег 

Gladbach ^ . Erdgas — 265 
Everton и мес "NA 
Liverpool - Crown Paints ^^ NA 
E Philips - NA 

. United o Sharp NA 
Teen . ^. Holsten NA- 
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produced a steady income for football 
clubs for many years in most countries. 
But since football became a televised 
sport, businesses have wanted to see their 
names on the heroic chests of a Bryan 
Robson or Marco Tardelli. The West 
German league welcomed shirt-sponsor- 
ship 15 years ago. Others have lagged 
behind for fear of becoming too reliant on 
business whims—as many clubs are, for 
instance, in Africa, where they are owned 
and run by companies (Arab Contractors 
is both Egypt’s biggest building group and 
one of its top football teams). But they 
are finally reaping the benefits. In Italy, 
one estimate puts the figure that the 36 
clubs in serie A and B are making from 
sponsorship at $33m, though as the table 
on the previous page shows, the official 
figures are somewhat smaller. 

In South America, sponsorship has 
gone even further. Individual players are 
sponsored from haircuts to bootstuds. 
The clubs cannot afford to pay the trans- 
fer fees or wages that European clubs 
can: so business consortia have been 
bringing back Brazilian footballers who 
went to play in Italy after the 1982 World 
Cup. A group of corporate enthusiasts, 
including the Brazilian affiliates of Coca- 
Cola, Xerox and a subsidiary of Unilever, 
forked out $450,000 to bring Zico back to 
Flamengo, where his salary is partly paid 
by Adidas. Socrates and Roberto Falcao 
have returned in similar deals. In return 
the companies get full advertising rights 
on the players—in World Cup year. 





Whatever they 
earn, they 
spend more 


With all these sources of income, most 
football clubs ought to be solvent. Most, 
however, are not. 

In Spain and West Germany, for exam- 
ple, most football clubs are real clubs with 
members and elected directors. In other 
places, including England and Italy, they 
are companies that can be bought and 
sold. Whatever their structure, they are 
losing money in almost every country. In 
1947, only six of the 92 football clubs in 
the English league failed to make a profit. 
In their latest financial years, 56 clubs lost 
money, according to a compilation of 
annual reports put together by Jordans, a 
marketing company. Half the clubs had 
debts greater than all their assets except 
their stadiums (which in England clubs 
own, unlike many of their counterparts 
abroad, which rent the stadiums from 
municipal authorities). Between them, 
the 92 English league clubs owed more 
than $45m to banks: not an easy debt 
to service when, totting together their 
latest published accounts (not all from the 
same year), the 92 clubs between them 
just about broke even. Only one, Man- 
chester United, made a profit of more 
than $1m. 

In Spain, only three clubs in the 18- 
strong first division—Barcelona, Atletico 
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Bilbao and Osasuna—have regularly 
made money in recent years. Rare is the 
club in Brazil or Argentina that runs at a 
profit, and most are relieved to be able to 
pay their players (generally with bor- 
rowed money) several weeks late. Even 
in Italy, where fans in huge numbers are 
willing to pay up to $60 each for a seat, 
more money is spent than earned. In the 
1983-84 season, Juventus was the only 
one of the serie A clubs to declare a profit 
higher than $20,000. All but three others 


made a loss (in as far as such figures from — 


Italy can be trusted). 

Moreover, it is not just the smaller or 
less successful clubs that are losing mon- 
ey. Some of the greatest names in football 
are in debt. AC Milan, the fifth-best- 
supported club in Europe, has debts of at 
least $10m. Real Madrid, champion of 
Spain, owes more than $5m. Penarol 
came top of the Uruguayan first division 
earlier this year but was almost refused 
entry into the play-offs because it owed its 
players $65,000. Boca Juniors, the top 


club in Argentina, has had to give free | 


transfers to 33 players because it could 
not pay them. 


Desperate to win 


The two principal reasons for this oft- 
repeated tale of financial woe are: a 
passionate desire to win, which over-rides 
all sensible financial planning and pushes 
up players’ wages; and a profusion of 
incompetent directors, who are incapable 
of sensible financial planning. 

Because football holds sway over the 
minds of men, it gives power, influence 
and fame to those who run the game. On 
one level, governments have been able to 
use and misuse this power. An article in 
the February edition of World Soccer, an 
international football magazine, traces 
how General Franco twisted football to 
his advantage in Spain. He sucked up all 
the glory of Spanish victories in the inter- 
national arena. The day after Spain won 
the European Nations Cup in Madrid in 
1964, ABC, a newspaper of the hard- 
right, commented: "After 25 years of 
peace, behind the applause could be 
heard an authentic support for the Spirit 
of July 18th" (the date in 1936 when the 
Spanish Civil War, which brought the 
Franco regime to power, began). 

The Spanish dictator used the success 
of Real Madrid over teams like Barcelona 
and Atletico Bilbao as proof of the supe- 
riority of the Castilians over Catalans or 
Basques. And he encouraged football 
everywhere in order to distract Spaniards 
from the brutality of his dictatorship: as a 
way of keeping people off the streets on 
May Day, television scheduled hour upon 
hour of Brazilian football matches. 

Other rulers have done the same. In 
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Brazil, General Garrastacu Medici culti- 
vated the image of a little old man with a 
_ transistor radio glued to his ear listening 
. to the football results. He encouraged 
. local politicians to build stadiums every- 
where. One town, Erexim, in Rio Grande 
do Sul, has a population of 35,000 and a 
football stadium that can hold 40,000. 
С The men who run football clubs bask in 
| this power. Mr Josep Lluis Nunez, the 
_ president of Barcelona Football Club, is 
most famous man in Catalonia. Mr 
.— Dino Viola, the controversial president of 
Кота, was elected as a senator in Italy 
after securing the signing of the Brazilian, 
_ Roberto Falcao, and leading Roma to the 
~ Italian championship. Such fame depends 
. On success, and winning therefore be- 
| comes vital. Owners, presidents or direc- 
_ tors of football clubs are prepared to keep 
| spending their own or their banks’ money 
М to buy and to keep players they think 
- might help the team to win. 
х So, transfer fees and players’ wages 
__ have soared. Italian clubs in particular are 
| prepared to pay exorbitant sums. Diego 
_ Maradona cost Napoli $7.5m from Barce- 
-. lona in 1985, even though he has a dodgy 
knee. Other big deals in the same year 
saw Karl-Heinz Rummenigge go from 
Bayern Munich to Internazionale of Mi- 
lan for $3.75m; Gianfranco Matteoli from 
. Como to Sampdoria for $5.5m; Pietro 
Fanna from Verona to Internazionale for 
$5m; Bruno Giordano from Lazio to 
Napoli for $3.3m. A host of other deals of 
a million dollars or more were made. 
Diego Maradona gets paid the most— 
more than $1m a year in wages. In serie A 
in Italy, most players are paid upwards of 
$200,000 a year. The salary bill of Juven- 
tus, by far the best-run club in Italy, rose 
from $2.6m in 1981 to $4.1m in 1983. 

Since then, for two reasons, wages have 
risen even faster: first, worried by all the 
money pouring out of Italian football to 
buy foreign players, the authorities have 
banned any new foreign signings—so 

‚ those still in the country (many of the 
world’s star players, such as Michael 
Laudrup, Michel Platini, Karl-Heinz 
Rummenigge and Zbigniew Boniek) can 
demand even more money; and, second, 
a piece of government legislation, Law 
91, which was introduced in 1982, has 
been steadily eroding the clubs' hold over 
players. Previously, players could be 
bought and sold like cattle: by June 30 
1986, Italian players will have complete 
freedom of contract. Clubs are thus offer- 
ing players huge financial incentives to 
sign long-term contracts. 

In England, “the beginning of the 
end", as one football journalist calls it, 
was the abolition of the maximum wage in 
1961. Until then, players could be paid no 
more than $30 a week during the season 
and $25 a week during the summer. 
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English players’ wages are still not com- 
parable to those in Italy. At January 1 
1986, only 32 of the 2,000 league players 
were earning more than $90,000 as a basic 
salary, and even in the first division three- 
quarters got basic salaries of less than 
$45,000 (though bonuses are consider- 
able). Even so, the 22 first division clubs” 
total wage bill grew by 68% to $20m from 
1980 to 1983, though it fell slightly in 
1984-85. And in a MORI poll conducted 
for the Sunday Times in August last year, 
66% of those interviewed said they 
thought players were overpaid. English 
clubs have, however, cut back on transfer 
fees. In 1979-80, league clubs spent $50m 


Maradona takes off 


on transfer fees, ten times more than in 


1975-76. By 1984-85, this had fallen to 


$20m. 

The trouble is that only the successful 
clubs bring in enough money from gates, 
sponsorship and television to buy, and 
then pay vast salaries to, the players who 
can win them tournaments. But all the 
clubs want to be successful. And many get 
into debt buying good players on tick on 
the assumption that the players will bring 
success and therefore pull in the money to 
pay their wages. For some the equation 
works: but it cannot do so for all the clubs 
in a division. Many end up in a financial 
mess. If football was a normal industry 
these clubs would eventually, and rightly, 
go out of business. But football clubs 
almost never go bust: there is always 
somebody to come in to pay the bills, buy 
the club and dream of glory. 


More cons 
than pros 


Many football club directors and league 
administrators are good, honest, able 
people. Yet they have to struggle against 
others who are incompetent or reaction- 
ary or even dishonest. In Italy, some club 
directors are all three. 

Bungling and dishonest football offi- 
cials are as Italian as fettucine. Senator 
Dino Viola, the Roma president, has 
even been accused of bungling an attempt 
at dishonesty. Mr Viola gave $60,000 to 
two men who offered to bribe the referee 
in a vital European Cup semi-final tie in 
1984. Mr Viola says he played along with 
the men only to flush them out. The two 
men never, it seems, had any intention of 
bribing the referee and kept all the money 
themselves. Roma, incidentally, won the 
game on merit. 

Such stories are not rare: football scan- 
dals are two a lira in Italy. But few fans 
suspected that corruption was so deep or 
so widespread as emerged in April this 
year. Police in Turin uncovered a giant 
match-fixing ring while routinely tapping 
the telephones of suspected drug dealers. 
They recorded 290 reels of tape, several 
times overhearing the pattern of a foot- 
ball game described days before the game 
was played. One conversation accurately 
predicted a 1-1 draw between Napoli and 
Udinese, even down to the provocation 
and consequent expulsion from the game 
of Diego Maradona, Napoli's star player. 
The reason for the match-fixing was bets 
on the illegal version of totocalcio, toton- 
ero (which means black lottery). In toto- 
calcio punters bet on 13 games: too many 
to fix. But in totonero, they can bet on 
just three or four—and if those are fixed 
they are in for a sure win. 

The scale of this scandal shocked Ital- 
ian football fans. But in general they tend 
to shrug off such stories of corruption, 
and the even more common ones of 
incompetence. (In contrast, when in West 
Germany in the early 1970s the game was 
hit by financial scandal, crowds plummet- 
ed.) Italy's football administrators appear 
not to be bothered either. Mr Luca Mon- 
tezemelo, the director of the committee 
preparing Italy to be the host of the 1990 
World Cup finals, is adamant that foot- 
ball must now be run as a business. But he 
feels that the authorities are "running 
along blind", that they have “no credibil- 
ity" and there is a "giant gap between 
their mentality and what is needed". He 
believes football in Italy has enormous 
financial potential if it would only organ- 
ise itself professionally. But his voice is 
not a common one amongst those running 
the game. Mr Giovanni Figoli, a member 
of the finance committee of the Federa- 
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Senator Viola explains 


zione Italiana Giuoco Calcio (FIGC), says 
he is “very pessimistic about the future of 
the economy of football". When asked 
what could be done about it, he shrugged 
and said: “It is very difficult, nothing will 
change.” 

He may be right. The one good thing 
that has happened to Italian football's 
finances in the past few years is Law 91 
(passed by the government, not the 
FIGC). This not only provides for freedom 
of contract, but has stopped clubs count- 
ing players as assets in their balance 
sheets. The clubs, however, are not rec- 
onciled to accepting this law as a neces- 
sary part of putting their finances in 
order. Instead, they have persuaded the 
^ 4GC to ask the government to give them 
елет tax breaks and more money. 


A disastrous deal 


. In England, football is (mostly) an honest 
game run by honest people. But only 
recently have league clubs begun to shrug 
off a deep conservatism and admit that 
football is a business. Some clubs have 
shown financial ken and marketing know- 
how, but most remain inordinately fright- 
ened of change. They also lack positive 
leadership from the reactionary Football 
League, which has its headquarters in 
Lytham St Annes, a small town near 
Blackpool in the north-west of England. 
The most blatant recent blunder by Eng- 
lish football shows what the reformers are 
up against. 

In September 1984, the television com- 
panies, the BBC and ITV, met the Football 
League to agree on a television package 
for the following season, due to start in 
August 1985. The opening remark made 
by the president of the league, Mr Jack 
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Dunnett, did not bode well: “I don’t 
believe football should be on television,” 


he said. Mr Dunnett subsequently 
stepped down from the committee. A 
package was eventually agreed: over four 
years the television companies would pay 
$30m for recorded games and a total of 16 
live games a year. 

On February 14 1985, this offer was put 
to the chairmen of the 92 clubs. Led by 
Mr Robert Maxwell, the proprietor of the 
Daily Mirror newspaper and the owner of 
Oxford United Football Club, the chair- 
men rejected the deal, convinced that 
they could get a lot more money. They 
picked a new negotiating team, which 
included Mr Maxwell and another force- 
ful club chairman, Mr Ken Bates of 
Chelsea. 

The next few rounds of talks were 
disastrous. Mr Maxwell did not turn up at 
meetings with the league. Mr Bates told 
the television negotiating team (made up 
of the heads of sport at both rrv and the 
BBC) that he was “not going to deal with 
office boys". Mr John Bromley, the head 
of sport at ITV, still wonders with whom 
Mr Bates wanted to deal. 

By this time, half the 1985-86 season 
was over without a minute of domestic 
league football on television. Crowds 
were down. The Football Association was 
worried about coverage of its cup compe- 
tition. The sponsors were furious. Even- 
tually the league gave in to this pressure 
and struck a deal: $2m for the rest of the 
season, about half what the original offer 
would have paid for the same period. 
Football in Britain, says Mr Bromley with 
only a touch of exasperated exaggeration, 
"is being run like a Salvation Army 
home, and I'm probably being unfair to 
the Salvation Army." 
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Using their heads 


Along with Italian crooks and such mud- 
dles as the ghost stadium in Erexim in 
Brazil, this tale of football and television 
represents the worst side of football. 
Unfortunately, in bigger and smaller 
ways it represents more than a small part 
of the business of football. But it is not 
the whole. Every country has clubs that 
are well run bóth as sport teams and 
businesses. Take three, from Spain, West 
Germany and England. 

@ Futbol Club Barcelona is the envy of 
the football world. It is the flagship of 
Catalonia, the region that surrounds the 
city of Barcelona in the north-east of 
Spain. During the Franco years the club 
became a symbol of the cultural and 
political independence the region was 
denied. Matches against Real Madrid, 
Franco's team, took on the flavour of civil 
war. Barcelona retains the support it 
gained during these years and draws the 
biggest crowds of any football team in the 
world: an average of 100,000 a match in 
1985, the year in which, under its English 
coach Mr Terry Venables, the club won 
the Spanish championship. 

Despite such gates, when Mr Josep 
Lluis Nunez was elected president of the 
club in 1978 he found its finances in a 
mess. The club had built a new sports 
complex (for its other sports teams—ice- 
hockey, basketball, handball and so on) 
on credit. The new management immedi- 
ately commissioned the club's first audit, 
by Arthur Andersen, an American ac- 
countancy firm, and discovered that the 
assets, stadium and all, did not even cover 
the debts. Mr Nunez publicised the club's 
plight and started a membership drive. 
Barcelona now has 115,000 members, 
each of whom pays $45 every January. 
For this, members get use of the club's 
other facilities and a pass to stand at all 
league games. About 80% of the mem- 
bers pay a further $45-165 for a guaran- 
teed seat for the length of the season. 
This means that the club's expenses are 
more than covered before the season 
starts. And Barcelona now has reserves of 
$21m. 

The thoroughly business-like attitude 
of Mr Nunez's team has helped in other 
ways. Apart from tightening up its admin- 
istration, the club has co-founded a bank 
exclusively for its members. The mem- 
bers get special prices and services, and 
the club a guaranteed income of at least 
$350,000 a year. 

@ Eintracht Frankfurt has also had a 
recent change of management for the 
better. The members of the new board, 
which took over in 1981, were not the 
only people unhappy at the club's debts of 
$3m and its huge wage bill. The Bundes- 
liga keeps a close eye on its clubs' fi- 
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How it should be done All figures are for 1984-85 season 


Total: $18-2m 
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Other sports 16% 


E . nances. Every year clubs have to file their 


accounts with the league: if a club is 


.— getting into debt, it is told to sell players, 
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cut wages and so on. If it does not do so, 
its licence may not be renewed. Some 
. Clubs see this as a hollow threat—only 
one has ever been thrown out of the 
Bundesliga (the creditors always want the 
clubs to stay in the league, for by playing 
in the Bundesliga they at least have 
earning potential). But Frankfurt's direc- 
tors were more than happy to fall in with 
the league's requirements. 
The club sold its t wo star players, both 
highly pàid, and decided to rely on its 
own youth programme to produce new 
players. Frankfurt now has only 19 full- 
time professionals on its books, com- 
pared with 23 five years ago, and has kept 
its annual bill for players' wages dówn to 
$1m. Basic salaries are kept low and 
bonuses are linked not only to perfor- 
mance, but to attendances, so that players 
have not only an incentive to win, but to 
entertain as well. 

So far all this has worked well; on an 
average attendance of 22,000 in 1984-85, 
debts were down to $700,000 and falling. 
But the club's gamble will have to show 
results soon. For the first two seasons the 


_ fans were patient with the young team's 


mediocre performances. Now they are 
restless for success. It may soon arrive: 
two of the young, home-grown players 
have become good enough to be picked 


— for the national team. 
e 
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Liverpool's secret of success is not 
change, but stability. In the past 20 years 


_ the club, which is a limited company, has 


only once failed to make a profit. Most of 


_ the directors have been with the club all 


-that time. On the field, the team has had 
only four coaches—none has been 


Total: $5:4m 


Transfer fees (net) 14% 


sacked, and the last three were all long- 
term employees of the club. Liverpool 
has also had a policy of never borrowing 
money: it has built two new stands and 
revamped a third without getting into 
debt. And it has never bought a player it 
cannot afford. As a result, it now has a 
cushion of investments worth over $3m. 

Liverpool's remarkable success on the 
field has no doubt helped: since 1972 it 
has won the League championship eight 
times, the FA Cup twice (it won both in 
the 1985-86 season), the League Cup 
three times, the UEFA Cup twice and the 
European Cup four times. The club has 
also earned the loyalty of its fans. League 
attendances averaged 34,400 a match in 
1984-85. Ticket prices are among the 
lowest in the first division: $3.75 to stand, 
$7.50 for the dearest seat. And the club 
has refused to put in executive boxes. Mr 
Peter Robinson, Liverpool's chief execu- 
tive, says: "Merseyside is an area of high 
unemployment and we do not think it 
would be politically wise to allow the 
creation of an elite audience." Such trust 
was betrayed last year by the actions of 
so-called Liverpool fans in Brussels, but 
more of that later. 


Fewer teams 
are needed 


Liverpool has been the most consistently 
well run of the big clubs in England over 
the past 20 years. Yet much money that 
should have come its way during that 
period has not. Most countries reduced 
the number of professional clubs many 
years ago, when wages started to climb. 
West Germany formed the Bundesliga, a 
super league of 18 teams, in 1963, and 
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slowly phased out regional lower divi- 
sions until in 1981 just a national second 
division was left below the Bundesliga. 
Italy has two fully professional divisions 
of 16 and 20 teams (plus a host of semi- 
professional leagues beneath them). But 
until this spring, England still had a 
league of four divisions, 92 clubs and 
2,000 professional players. The smaller 
clubs are almost all running at a loss, 
without any hope of recovery while their 
players are still professional. In 1984-85, 
the third division was paying its players 
11% and the fourth division 59% more 
than the amount taken in gate receipts. 
They have managed to survive as profes- 
sional clubs only because money from 
pools, television and league sponsorship ^ 
was shared equally between the 92 team: 
in the league. This egalitarianism was fine 
when nearly all clubs made a profit—but 
that money is now needed by the clubs 
that earn it in the first division. 

For years it has been obvious to most 
people that the league should be reduced 
to two divisions of perhaps 16 teams each. 
The Football League commissioned a 
report from Sir Norman Chester that 
recommended heavy pruning in 1982. But 
it is only this season, when the big clubs 
seriously threatened to break away and 
form a super league that reconstruction 
became a practical possibility. The first 
division is to be reduced over the next two 
years from 22 to 20 clubs. The top clubs 
will also get a bigger slice of sponsorship 
and television money and more of the 
vote next time round. Any change is 
welcome, but few of the big clubs can be 
really satisfied with this half-hearted and 
unambitious plan. 

Luckily for English football, the clubs 
are more innovative individually than 
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collectively. Many have responded to the 
need to restrain finances, keep a check on 
players’ wages and find alternative 
sources of income. 

Still, only a few clubs are prepared to 
take drastic action. One, Tottenham Hot- 
spur, has raised money on the stock 
market. Another, Nottingham Forest, 
sold its star attacker, Peter Davenport, in 
March to help pay its bills. Two clubs, 
Luton and Queens Park Rangers, have 
laid artificial grass in their stadiums both 
to beat the weather and make money— 
Luton expect to clear $150,000 a year 
from the new surface by renting it out. 
And two clubs, Charlton and Crystal 
Palace, even agreed to share a stadium. 


They'll never 
_ Nalk alone 


But clubs do need to pay more attention 
to those who sing on the terraces. Only in 
Italy and perhaps Spain could good book- 
keeping solve most of football's prob- 
lems. Elsewhere, falling attendances are 
becoming more of a worry. Executive 
boxes, more expensive tickets, television 
and sponsorship have so far kept many 
clubs from going under. They may not do 
so for much longer. If spectator interest in 
the game continues to diminish, so will all 
those sources of income. Canon, the 
sponsors of the English Football League, 
withdrew at the beginning of this year and 
the league has had trouble finding a 
replacement. In many places ticket prices 
are as high as the market will bear. 
Football clubs must get more people back 
on the terraces and in the stands. 

At first glance it may seem odd that 
'ewer people go to football games. For a 
start, more people are playing the game 
than ever. At the most recent count by 
the Fédération Internationale de Football 
Associations (FIFA) in 1982, 40m amateur 
players were registered. Many more play 
for unregistered teams at weekends or in 
pick-up games on beaches or on stretches 


of waste land all over the world. Look at 
the table, which contains a random selec- 
tion of the 146 countries belonging to FIFA 
and the numbers of registered players. 
Football is played from Macao to Togo to 
the Netherland Antilles (where one in 
every ten men of football-playing age is 
registered with a team). 

Indeed, even in northern Europe, 
where attendances at professional games 
are most markedly down, Sunday football 
has expanded. In England, the number of 
amateur clubs has grown from 37,000 in 
1972 to 41,000 in 1985: and each club may 
run several teams. In Germany, the num- 
ber of teams has more than doubled from 
54,000 in 1950 to 127,000 in 1985. 

Moreover, everybody seems to love the 
World Cup. From London to Lagos to 
Kuala Lumpur, the World Cup is big 
news. Football's showcase is the biggest 
single-sport event in the world. In Spain 
in 1982, the World Cup attracted 2m 
spectators. But around the world, hun- 
dreds of millions watched it on television. 
The final of the cup in Spain attracted a 
television audience of 450m in 125 coun- 
tries. Only man's first step on the moon 
was watched by more. For matches in 
Mexico City all the tickets were sold a 
year ago, though tickets for matches 
elsewhere are selling slowly. And ist 
Marketing, the company marketing the 
World Cup, thinks that more than 500m 
will watch the Mexico final on television, 
one person in nine in the world. 

Such interest pays dividends. In Spain, 
FIFA sold the television rights to the finals 
for $19m and advertising rights for $18m. 
After expenses it made a profit of $31m. 
Mexico is likely to produce an even better 
score. Eleven companies have been 
granted sponsoring rights for the games: 
Bata, Camel, Canon, Cinzano, Coca- 
Cola, Gillette, Fuji Film, svc, Opal, 
Philips and Seiko. Each company is pay- 
ing about $12m for the honour. 


Change with 

the times 

Football still has, it seems, enormous 
appeal. Why, then, has support for pro- 
fessional club games fallen away? 

The principal reason, in northern Eu- 
rope at least, is that people today have 
more ways to spend their leisure time and 
have different attitudes to those who 
packed stadiums 40 years ago. Television, 
cars for all, weekends by the sea, wom- 
en's lib, the consumer shopping boom, 
videos and so on have all changed the way 
people live in Europe. In 1950, Britons 
owned 344,000 television sets; now they 
own or rent nearly 20m. In 1951, 2.4m 
cars were on the road in Britain; today 
more than 15m are. Football is not the 
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only thing to have suffered from this 
leisure boom. In 1945, 1.6 billion cinema 
tickets were bought: that is, every Briton 
went to see a film once every ten days. 
Now the average Briton goes to the 
movies once a year. By comparison, the 
fact that football’s audiences are not 
much less than half what they were in 
1945 is a testament to the continued 
appeal of the game. 

To be sure, television and video com- 
pete more directly with the cinema than 
with football. But live football has to vie 
for attention not only with soap operas, 
films, comedies and other sports, but with 
football itself on television. In England, 
live and recorded games of football and 
analyses of games are on television for 
about 200 hours a year; in Italy in 1984, 
football filled the screen for 354 hours— 
about an hour a day on average. In West 
Germany, the football round-up pro- 
gramme on a Saturday evening, starting 
at 6 pm, regularly gets audiences of 15m. 
League matches are not shown live in 
West Germany, but European Cup 
matches are: and half the televisions in 
the country are usually tuned in. “Interest 
in football is still there," says Mr Wilfried 
Gerhardt, general secretary of the 
Deutscher Fussball-Bund, “it is just satis- 
fied in a different way." 

This argument, which is repeated again 
and again by football folk, has a lot in it. 
Certainly, in the era of television and cars 
for the masses, football cannot hope to 
draw the captive audience it once did in 
England. But that does not explain why in 
West Germany crowds were at their peak 
in 1978 when football was on television no 
less than today. Or why attendances in 
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ve years yet television viewing figures 
ave gone down, not up. Or why in Italy, 
vhere football is on television as much as 
nywhere else, gates were increasing sub- 
tantially until this season. 

-The explanations are complex. Balmy 
veather in southern countries may be one 
eason why people there are more likely 
o go to games than in the colder north 
and some countries are pushing to aban- 
ni the winter season chosen in England 
as not to compete with cricket). Other 
easons depend on national tastes, politi- 
changes and people's slants of mind. 

e are, however, significant reasons 
ootball's demise that lie not in the 
nd, but within football stadiums. 


паї a load 

f rubbish 

Any football fan with a few wrinkles on 
his face will tell you that football is not the 
ame it used to be. He is right. When it 
began (more than 100 years ago), teams 
layed with a goalkeeper, two defenders 
and the remaining eight as attackers. That 
pattern has slowly reversed until teams 
w often play with only two attackers. 
d even these two attackers are told by 
ir coaches that they have to run back 
and! help defend: something that horrifies 
immy Greaves, one of the greatest goal 
Scorers of the 1960s for various London 
‘clubs and England. In the past, teams 
.made more mistakes and were less organ- 
. ised, but in the chaos creative skills could 
"blossom. Now football is so mechanically 
rganised i in most countries that it has lost 
s magic. 

The laws do not help. Punishments for 
Ouls are too lenient, encouraging bad 
ers to try to win games by kicking 
ister and more skilful players instead of 
је ball. In Brazil, where organisation 
nnot blunt skill, violence on the pitch 
as recently begun to do so. And the 
ffside law, which says that when a pass is 
de there must be at least two members 
the defending team between the goal 
and the leading attacker, is now misused. 
Jefenders move up to the halfway line 
and squash play into the middle of the 
itch. All this serves to make football 
games boring to all but the purist. In the 





lms and television-induced short interest 
ns, football cannot afford to be dull. 

Spectators not only demand more ac- 
ion during their 90 minutes, they also 
ant to watch it in greater comfort. Some 
football stadiums, such as Barcelona's 
Camp Nou, are marvellous places. Many 
_others are in bad shape or in the wrong 
dace. This is particularly true in England: 
he 92 league clubs' stadiums were all 





ааай have declined rapidly i in the pad. 


days of thrill-a-minute Steven Spielberg 








built before 1923. Football in England 
grew up as a sport in the early years of this 
century and nearly all the stadiums were 
built in the middle of industrial areas, For 
decades this worked perfectly: in the 
1940s and 1950s, men worked 5i-day 
weeks and would pour out of the factories 
and offices at Saturday lunchtime, have a 
pint or two at a pub and then go toa 
match. Since then, many people have 
moved away from these areas. And those 


men still living there are now at home on 


Saturday mornings. 

There has been little effort to see if 
Saturday afternoon is still the best time to 
play football games in Britain. Sunday, 
for instance, has proved a better day for 
Italy and Spain. English clubs have, how- 
ever, done much to improve stadiums 
(though there is nothing most can do to 
provide parking spaces in the middle of 
built-up areas). In the 1970s they spent 
$75m on refurbishing stands: but many 
are still old and rickety. At the end of the 
1984-85 season, the main stand at Brad- 
ford City's ground went up in flames 
during a televised football game, killing 
more than 50 people. 


No true fans, these 


If Bradford threw a shadow over English 
football, then Brussels brought in the 
night. In May 1985, at the European Cup 
final in the Heysel stadium in Brussels, 
Englishmen supposedly there to support 
Liverpool charged Juventus fans, leading 
to the collapse of a wall and more than 40 
deaths. Violent spectators torment not 
only the vast, peaceful majority of fans, 
but the sport as well. And not just in 
England. A poll taken in Holland earlier 
this year found that violence is the rain 
reason why people do not go to football 
games. Bombs filled with metal shards 
have been thrown into crowds in domestic 
Dutch league games. In 1982, when a 
team from The Hague was relegated from 
the first division, the fans burnt down the 
stadium in disgust. Neither Italy nor 
France is without hooligans, nor are 
countries as varied as Libya, Fiji and 
China. 

Often, this violence comes from high 
spirits turning sour. When Chinese fans 
went on the rampage in Peking last year 
after China had been knocked out of the 
World Cup by Hongkong, it was a result 
of too much emotion (the same emotion 
that drives a club director to spend money 
the club does not have on that one special 
player who might lead the team to vic- 
tory). But in some places a violence that 
does not stem from football has penetrat- 
ed the sport. In Argentina, gangs, known 
as Barras Bravas, often made up of ex- 
army bully boys with nobody to beat up 
officially, use football games as a cover to 








vent their mindless desire to hurt. In. 
April 1985; members of the Boca Juniors 
fan club shot dead a rival fan: the 96th 
football death in Argentina since 1958, 

according to World Soccer. 

In England, before games the gangs 
gather. They have names like. Service 
Crew (from Leeds), the Red Army (Man- 
chester United), and the Inter City Firm 
(West Ham). They carry knives, bricks, 
bottles, darts, ammonia: they are pre- 
pared to, and do, use them. In the 1960s, 
gangs of Mods and Rockers fought on the 
beaches of England's resort towns on the 
south coast. Now anybody with a pen- 
chant for stabbing or bottling goes to a 
football game: it provides easy victims 
and easy cover. 


More goals in 
the future 


The football authorities have been slow to 
take responsibility for such people. They 
rightly say that football has not bred these 
louts, the nation (be it Argentina or 
England) has. But the hooligans have 
chosen: football games as their: battle- 


grounds, and football suffers most from 


them. Some government help would be 
welcome, but football realistically has no 
choice other than to rely on itself to deal 
with hooliganism. In England it is finally 
beginning to do so. Closed-circuit televi- 
sion has now been installed in almost 


every first and second division club. Sev- 


eral hundred policemen attend every big 
game, giving English football а bill of - 
more than $2m for a season. One club, © 
Chelsea, has installed electric fences, © 
though it has not yet been allowed to use _ 
them. These efforts have proved a deter- 
rent: arrests for the 1985-86 season are 
down by half on the previous one. 

Such preventative measures are essen- 
tial, yet more is needed. One club, Cov- 
entry City, has been particularly inven- 
tive. When hooliganism first appeared, 
Coventry tried to fight it. As far back as 
1964, after trains taking fans to games had 
been vandalised, Coventry. rented а 
train—calling it the “Sky Blue Ex- 
press"—to take fans to away games. The. 
club wired the train with loudspeakers so 
that bingo could be played on the ‘way and 
Mr Jimmy Hill, a BBC football presenter 
who was then a director of the club, could 
give a ‘ten-minute summary of the game 
on the way back. 

In the 1979-80 season, following the 
lead of the Scottish club, Aberdeen, Cov- 
entry filled its stadium with seats. "It's 
harder to be a hooligan sitting down,” 
says Mr Hill One part of the stadium 
became the family stand. An adult could 
bring any number of araen for $1.50. 
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| Hotel Waldhaus 


CH -7514 Sils-Maria (Engadine / Switzerland) 
Phone: 01041-82- 4 53 31 - Tx. 74 444 
Personally managed by the owners 

| R. Kienberger, F. Dietrich & Family 


An extraordinary hotel with turn-of-the-century charms 
and modern day comfort, beautifully located among 
the mountains and lakes of the Engadine Valley. 


Marvellous possibilities for hiking and excursions- 
Indoor swimming pool-4 tennis courts (1 covered)- 
Children's nursery. 

Summer season from June 7th until Oct. 19th 


+t 


From our visitor’s book: 
“Since then our visits have been 
Т the high-spots of our lives." 
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FILL IN THE 
COUPON. THEN FILL 
IN CHEQUES FROM 


A DEPOSIT ACCOUNT | 





If you have sterling or dollar funds to invest, find out 
about the Sterling Money Account managed by offshore 
bankers, Tyndall & Co (Isle of Man) Ltd. 


You earn high interest (the result of Tyndall Group's 
muscle in the money market) and enjoy the convenience 
ofa cheque book for all normal banking services, including 
instant access to your funds, and payment of large bills 
(minimum cheque £250). The account can also be used for 
standing orders - all without bank charges. 


Investment is in UK banks, local authorities and 
building societies. Interest is credited four times a year, with 
the interest itself earning interest to give you an even higher 
return (currently 10.38%). Post the coupon for details. 

* Rate at time of going to press. 


To: Tyndall & Co. (Isle of Man) Ltd, Dept 
PO Box 62, Tyndall House, Kensington Rd, Douglas, 
Isle of Man, U.K. Tel: (0624) 29201. Telex: 628732. 
Please send me details of Tyndall Money 
Accounts. Sterling US Dollar O 
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| Name | 
| | 
| | 
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Tyndall & Со. (Isle of Man) Ltd 
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children to matches, but it is amazing 
what a few little boys in a crowd will do to 
calm it down. Football gangs in England 
have strict rules: bashing the opposition 
fans to smithereens is one; not laying a 
hand on children is generally another. 

On top of everything else, English 
clubs were thrown out of European com- 
petition after Brussels. Such teams as 
Liverpool and Manchester United have 
lost as much as $1m each in the past 
season in European competition receipts. 
So, dealing with the hooligans is para- 
mount. “Talk of everything else is irrele- 
vant," says Mr Gordon Taylor, secretary 
of the Professional Footballers’ Associa- 
tion, the English players’ union, ‘unless 
we control the hooligan problem." But 
there are other things to do as well. 
Football must be pepped up and repack- 
aged. Changing the laws of the game is 
not a thing to be undertaken lightly. But 
even getting beyond vague discussion is a 
mighty difficult task: conservatism is 
deeply enough engrained within any one 
football nation without trying to get a 
majority of them (and FIFA) to agree to 
any fundamental change, say, in the off- 
side rule (though a workable amendment 
to it could be devised). But a start could 
be made. The English league has already 
experimented with a law allowing the 
referee to send off, without warning, any 
player who commits a particularly blatant 
or vicious foul. 


Hype it up 

Football must also do something it 
thought it would never need to do: sell 
itself. Here, ironically, it.can learn some 
lessons from the United States. Football 
flopped in America. The North American 
Soccer League (NASL) tried to impose the 
game on the country and failed. This 
happened because America is already 
saturated with team sports—its own foot- 
ball, baseball, ice hockey, basketball— 
and because there was not enough time 
for a wide enough base of young players 
to grow and play in the teams or go to the 
games. 

But it was sold brilliantly. Great, if old, 
foreign players were bought in, like Bra- 
zil's Pele and Franz Beckenbauer, now 
West Germany's coach. The games were 
made family affairs, with high school 
marching bands and youth teams per- 
forming before the game, and food and 
drink brought to people's seats during it. 
Children frequently qualified for a soccer 
ball, a pennant, an autograph or another 
similar “{тее gift". The rules were 
changed to make it more exciting (wrong- 
ly in some cases, but the precept was 
right) and the whole event was hyped up 
as though it was something special. The 
marketing worked wonders: crowds of 
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80,000 turned up for big games. Teams 
sprouted everywhere, with jazzy names 
like the Tampa Bay Rowdies or the New 
York Cosmos. But football encountered 
problems with television. American foot- 
ball and baseball are specially designed 
for television and have long and frequent 
periods of inactivity when commercials 
can be run. Football flows without stop 
(one of its great attractions) and for this 
among other reasons it failed to entice the 
big networks. Without television to insti- 
tutionalise the game, and without any 
tradition to fall back on when the novelty 
wore out, nothing much was left. The 
NASL folded in 1985. 

Europe and Latin America, however, 
have that tradition. Now they need the 
novelty. Take England as an example 
once more. In England, some clubs are 
reaching out to the community to try to 
draw people back in. One small but 
entertaining first division club, Luton, 
holds a management meeting each Thurs- 
day to which the public can come. After- 
wards some supporters are invited to stay 
for lunch with the players. It also runs 
local sponsorship deals, which bring in 
some money and a lot of goodwill. For 
$300 you can sponsor a matchball: for 
that you get two seats for the game and 
the ball autographed by the team. 

Club after club is starting to do similar 
things. Bright younger people are bring- 
ing new ideas into the game. Some of the 
older ones are learning how to adapt. The 
sport still has a long way to go in England 
just to stop the rot, let alone to set itself 
back on an uphill path in terms of both 
solvency and spectators. It will be, says 


Mr Irving Scholar, a director of Totten- 
ham Hotspur, “а momentous task to win 
back the confidence of the public". But in 
that realisation, hope is beginning to 
shine. 

The sport as a whole also needs to 
relaunch itself. Even the plans for a less 
than earth-shaking rearrangement of the 
league are an opportunity. Hooliganism 
is not out, but it is down. The World Cup 
is in flow. In 1982, the league asked J. 
Walter Thompson, an advertising firm, to 
come up with ideas for an advertising 
campaign. It has not yet been used, but 
the ideas are good: playing on the theme 
of actually being there. A television, 
radio and newspaper campaign will cost a 
few million pounds. But football must 
take the risk: if it can persuade people 
that football still has a few kicks in it, the 
game can turn the corner. 

Other countries have similar challenges 
and opportunities. In Brazil, football 
must fight off the challenge of volleyball, 
which is now as popular as football on the 
beaches. In West Germany, the interest 
in Boris Becker, the Wimbledon tennis 
champion, shows how somebody new and 
exciting can stimulate a sport. For all 24 
countries whose teams have qualified for 
the World Cup, a good run in the tourna- 
ment or the emergence of a great young 
player could be a catalyst for renewed 
efforts to sell football. A sparkling World 
Cup would help every country. Miracles 
will not happen. Millions of people will 
not flock back into football stadiums. But 
thousands of strangers might come for a 
look—and if they like what they see, they 
might come back for more. 
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Snow leopards in the Himalayas. 


Tigers in the wilds of India. Mountain 
gorillas and lions in Africa. Jaguars in 
the swamps of Brazil. 

George Schaller, pictured here 
with a snow leopard, has spent years in 
remote and rugged places studying the 
natural history of rare animals — and 
fighting for their survival. 

He sees these animals as symbols 
of the habitats in which they live. 
Preserve their habitats and thousands 
of other plants and animals will be 
assured of a home. 


As the director of Wildlife Con- 


servation International, a division of 


Future generations must be 


the New York 6 


Zoological 


Society, 
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Schaller and inheritors, not just survivors. 


the staff have 
helped establish more than 50 wildlife 
reserves around the world. 

George Schaller points out that 
the destruction of environments is now 
so drastic that, in the 
decades ahead, the 
nature of life on earth 
will be irrevocably 
changed. 

For Schaller, 
saving fragments of 
nature isa matter / 
of great urgency. 

Recently , 
he faced one of his greatest 
challenges. With Chinese 
scientists, he collaborated in a 
project to save the 1,000 giant 
pandas still alive in the wild. 
Currently he is working on the 
Tibetan plateau in order to SA 





ONE OF THE 1.000 
REMAINING GIANT PANDAS 


GEORGE SCHALLER 
help preserve the wildlife of those re- 
mote uplands. [ 

Since his work | 
takes him to some of 
the most forbidding 
places on earth, 
choosing the right 
equipment is crucial 
s-. to success. 
mm It is not surprising that 

Schaller wears a Rolex. 

"My watch has got to be 
absolutely reliable, as animal 
observations are recorded 
under the most demanding 
conditions. My Rolex has 
never let me down: 

Inhospitable conditions 
seem to pose no prob- 


lem for George Schaller. 
ROLEX Orhis Rolex. 








CHINA. SITE OF PANDA RESCUE 
MISSION 


THE ROLEX DATEJUST CHRONOMETER IN STEEL AND IBCT GOLD. ALSO AVAILABLE IN ISCT. GOLD OR IN STEEL WITH INCT WHITE GOLD BEZEL 





SINGAPORE GIRL, YOU PUT A SMILE ON THE FACE OF THE EARTH. 
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A great wayo fly 
SINGAPORE AIRLINE: $, 





Cutty Sark ScotchWhisky 


Distilled,blended and bottled in Scotland 





isis in the national health service, say 
> opposition parties. Crisis, say the 
| nurses апа а good many 

her. would-be: patients, 

aiting. Yet they are mistaken. 
reseeable future, things in the 
continue to get better. They will 


iue to look as if they are getting. 


show, Start, for example, with 
st publicised horror-story, London. 
“hospitals are. temporarily clos- 
4 d units. Weightier-than-usual 
ters appear in The Times from London 
spital consultants; frightening figures 
he deterioration of the hospital 
"our area". Even the prime 
acknowledged the public's 
rn" about the NHS. 

inisters used to try to stifle 
| statistics. Spending on the 
w by 17% more than inflation 
n.1979 and 1984. The NHS em- 
ісе as many people іп 1984 as it 
| 1974, The number of patients 
reated—per 1,000 population—went up 
23% between 1975 and 1984. More in- 
eated, more out-patients, more 

tcetera. And itis all true. - 


he same time, changes in the . 
care have made these. 


Gross NHS expenditure 
per head (in real terms) 
19782100 


number of patients treated per bed rose 


"by one-third between 1975 and 1984. That 


is why, although the number of hospital 
beds has been cut by 66,000 between 1975 
and 1984, it is still true that hospitals are 
treating more people. But “200 Beds 
Close” makes headlines and “Patient 
Throughput Rises by Х.Ү%” does not. 

A second reason that a better health 
service looks like a worse one is the shift 
of resources to its less glamorous parts: 
the old, the mentally ill and mentally 
handicapped. Most districts are boosting 
these "priority services"—at the expense, 
usually, of something better known but 
no more worthy. The upheaval costs of 
such changes—switching from old mental 
hospitals to smaller, diversified units, for 
example—is costing districts dear. 

The last and biggest reason for the 
outcry from London hospitals is a system 
called RAWP—resource allocation work- 
ing party. This is a formula, in operation 
since 1977, to divert health resources 
from the relatively well-provided south— 
especially London—to the north. Be- 
cause London has so many hospitals (in- 
cluding 12 undergraduate teaching hospi- 
tals), it uses a disproportionate amount of 
running cash. The RAWP formula juggles 
the age, sex, numbers and death rates of a 
region’s population and comes up with a 
cash limit for its spending. In a couple of 


... for more... 
Hospital services 


19752100 
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years, the process is supposed to lea 
equality between regions. Similarly, 
der RAWP, the regions try to siph 
money out of depopulated areas tos 
ing suburbs. 

There are many criticisms of RA 
Some say it was all very well w 
resources as a whole were gr 
ily. But now that medical infl 
rises and increasing demand frt 
are eating into NHS "growth mone 
exercise is proving too painful. №! 
Robin Hood to steal from when à 
poor? Others point out that the form 
a bad predictor of demand for ! 
care: some argue (seriously) that tl 
spread of car ownership in a region wor 
be a more effective predictor. 

When a health authority says its budge 
has been cut because of RAWP, it usuall 
means not that it will get less money 1 
it used to, but that it will get less than. 
would have but for RAWP. "Cuts" i 
NHS usually turn out to be what m 
people would call increases, 2 

For example, Bloomsbury health 
thority in London, which has five t 
ing hospitals, says it has had.to 
spending by £7.6m since 1982. It ha: 
fact spent over £10m more 
spent £7.6m less than it thinks it ough 
have done. That is made up of mone 
would have had if: (1) it had not bee 
to make efficiency savings (£2.0m 
the regional authority had not set up 
pool of funds for geographical redistri 
tion and priority services (£2.4m); (3) the 
government had itself paid for all of 
pay increases it awarded (£1.9m); an 
few other things. ЫЕ 

Most of the statistics bandied ab 


...but less than others 
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.. BRITAIN 


—. the NHS are misleading, and for an under- 
~ standable reason. There are no agreed 
_ criteria for how much money ought to be 
. spent on health. Britain spends a smaller 
proportion of its GDP on health than 
Ч comparable developed countries, and has 
- . done so since 1977. But does less mean 
.. worse? Britain's low spending is some- 
. times cited—not outrageously—as evi- 
.. dence of efficiency. 
__ There is just one perfectly clear mea- 
sure on which the NHS performs scandal- 
_ ously. At the last count more than 
...660,000 people were waiting for opera- 
_ tions. Many of them had been waiting for 
- over a year. An analysis by the College of 
— Health last year showed that, in 33 of the 


-. 192 districts of England and Wales, 40% 




















ог more or those on local general surgery 
. waiting lists had been waiting for a year or 
more. In most of continental Europe, 
_ Such waiting lists are unheard of, except 

. sometimes for heart surgery or because 

_ too many people want to go to some 
—. famous surgeon. 

—.. What causes these queues? Right-wing- 
= ers say “the lack of a price system”. Left- 
 wingers say "a shortage of resources". 
= The waiting lists vary enormously, even in 

neighbouring districts. In Birmingham 
South, 81% of those waiting for ear, nose 
. and throat operations last year had been 
. waiting a year or more; in Birmingham 
. Central, the figure was 8%. The College 
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Wrong, my lord 


Lord Hailsham, political head of the 
English legal system, is aged but he is not 
ga-ga. More is the pity that at this week’s 
conference of the English bar he chose to 
defend its restrictive practices by pre- 
tending they were something else. He 
might be taken seriously. 

As the lord chancellor said, there is a 
strong case for specialisation among law- 
yers. But that is rather different from 
saying they should be divided, as they 
are in Britain, and are not in many other 
countries, rigidly into two separate pro- 
fessions, barristers and solicitors. And it 
is very different from saying, as Lord 
Hailsham also did; that that division 
“has nothing to do with restrictive prac- 
tices or the suppression of competition.” 

Of course it does. Ask any litigant, 
who finds he cannot discuss his case with 
a barrister except through a solicitor, 
while his solicitor cannot (with odd ex- 
ceptions) plead it in any court above 
magistrates’ or county court level except 
through a barrister—and who pays the 
bills accordingly, Ask any barrister, once 
he has taken his wig off, why his profes- 
sion has so fiercely resisted the solicitors’ 
claim to wider rights of audience—in- 
deed, in the high court, to the right, now 
belatedly granted, even to open their 


TETT REET. Le ee ON REL Sl eee 


ye TR TS 


Tu, ч 


Tet. ru eer 


of Health reports that there is “по evi- 
dence to suggest that the districts in 
England which are shortest of resources 
are those which have the longest waiting 
lists". Some hospital and district manag- 
ers say privately that they could easily cut 
waiting lists if the matter were given 
priority. The real trouble is that no other 
efficient method of allocation has been 
put in a price system's place. 


Scottish nationalists 
In power 


Grampian region, round Aberdeen, is the 
most prosperous part of Scotland, the 
onshore heart of "Scotland's oil". And 
who now has a grip on the levers of power 
there? The Scottish National party. 

True, it is an uncertain grip, on just a 
few levers. But the sNP is entitled to 
rejoice. Twelve years of Conservative 
rule were ended by the regional elections 
three weeks ago. The SNP did well, but 
scored no huge triumph: twice as many 
candidates as in 1982, share of the vote up 
from 11% to 16%, seats doubled from 
four to eight. But that was enough in a 
hung council. While Labour (17 seats) 
and Conservatives (16) grind their teeth, 
a grouping of the centre has taken minor- 
ity power: three independents, 13 from 


mouths for purely formal purposes. 

The answer is money. Solicitors are 
not unskilled in advocacy: many do it 
constantly, before magistrates. Let them 
do it before judges and some of the lesser 
lights of the bar will be extinguished. 

Not that solicitors love competition. 
They fought just as fiercely to preserve 
their monopoly of house conveyancing. 
But look wha: the mere threat of compe- 
tition has done there. Time was when 
1% of value was a common fee for 
conveyancing. Today there are solicitors 
advertising (sic: it’s wonderful what ad- 
vertising too can do) their readiness to 
do it for half that price, or less. 

When will the other half of the law 
industry move on? The lord chancellor 
sees no need. He thinks the industry 
provides the public with “а service un- 
paralleled elsewhere in its efficiency". 
Compared with other countries, conceiv- 
ably: the law is in most places an ass. But 
other industries? To most people outside 
the law (and some within it), it is one of 
moderate competence, steep cost, and a 
vertiginous slowness of conduct, in court 
or outside, that would bankrupt the 
practitioners of any other trade, but in 
this one merely has that effect on their 
clients, 
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the Alliance—the big gainers in the elec- 
tion—and those eight nationalists. 

For the SNP—and the Alliance, in Scot- 
land—this is the first real taste of power. 
The nationalists ran a few district councils 
in the mid-1970s, lost them, then gained 
just one in 1984. But district councils do 
not do much. In contrast, Scotland's 
regional councils carry real weight. 
Grampian has a budget of more than 
£300m. Nearly half of that goes on educa- 
tion. And the chairman of the education 
committee is Mr Hamish Watt, farmer, 
€x-MP, rector of Aberdeen university and 
SNP group leader. 

That does not mean, even if Mr Watt 
wanted it, that local school-children will 
be force-fed on a diet of Bannockburn 
and haggis. Membership of the new coun- 
cil committees, unlike those of the past, is 
not weighted to give the ruling party 
automatic majorities, but is proportional 
to party strength. So in committee as in 
the full council, the nationalists are a 
minority of a minority. But Mr Watt 
hopes to extend nursery schooling, and 
offer work experience to school-children 
over 16. When the next clash comes in 
Scottish schools—probably in the au- 
tumn, after the government has thumbed 
its nose at an independent review which is 
now under way—teachers (and parents) 
will find an employer more sympathetic 
than the regional council was under Tory 





Too comfortable on his woolsack 


Ending the law's restrictive practices 
would not end these ills. But it might 
amend some of them. Reforms are plain- 
ly needed. And if the present lord chan- 
cellor cannot see that, reformers will 
urge the prime minister to start at the 
woolsack. 
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rule. All this will do the SNP no harm 
whenever Scotland next goes to the polls. 

Can the nationalists and the Alliance 
keep their modest power-base in being 
that long? Most of them are new to the 
council—its new convener (leader), Mr 
Geoffrey Hadley, an independent, is a 
rare exception—let alone to managing 
committees and getting policy through to 
officials. What policy, indeed? The centre 
group has hardly begun to think about 
that yet. Prophecies of chaos are a-plenty. 
And the administration can be voted 
down any time the two big duopoly par- 
ties gang up to do it. But will they, and 
what could they offer to put in its place? 

There is little chance that either the 
Alliance or the SNP, let alone both, would 
agree to link up with the Tories: it was 
nti-Tory feeling that brought them in, 

nd that is not likely to lessen as fallen oil 
prices at last begin to hurt Scotland's one 
pocket of prosperity. On local issues, the 
two parties are nearer to Labour: in the 
north of the region, the SNP has virtually 
replaced it. But after the election Labour 
councillors refused any talk of coalition 
(as they did in neighbouring Tayside, 
where Labour depends on SNP tolerance 
to keep it in power). At Westminster, 
such dilemmas can be resolved by early 
elections. Not so in local government. 

So there is a fair prospect that the two 
minor parties can stay in office. That 
should give the Liberals more than local 
encouragement. They already supply one 
of Grampian's six MPs. If they can turn 
local power into parliamentary seats, as 
has happened in England, they can well 
hope for another. The SNP can do more 
than hope. On today's form, two Tory 
seats in the north are its for the taking— 

nd probably one in Tayside too. 


universities 


Cruel to be kind 


The University Grants Committee (UGC) 
knows that its best chance of wheedling 
extra cash out of the Treasury is to appear 
relentless in its pursuit of excellence. That 
is why it has been in no hurry to scotch the 
inaccurate reports that its complex new 
system of distributing grant money be- 
tween the various universities is based 
upon a league table. In fact, it is based on 
a whole array of factors, which the UGC 
attempted to explain to the universities in 
individual letters received on May 29th. 
Most of the learned recipients remained 
bemused. 

Broadly, 30% of the money is related 
to research; within that figure, the alloca- 
tion depends half on its quality, half on 
the university’s success in attracting out- 
side funds. Teams of experts from the 
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How many can Sussex afford next year? 


grants committee studied each universi- 
ty's research, and some have lost signifi- 
cantly as a result. At Aberdeen, whose 
grant declined by 0.5% (the maximum 
possible this year), research within its 
various departments of clinical medicine 
was judged below average. At Keele, 
another big loser, research was deemed 
below average in 13 subjects, average in 
nine, and above average in only one. 
What about Oxford, whose research in 
36 out of 42 disciplines was judged above 
average? No less than 32 of those receive 
the extra commendation which waggish 
dons, relishing the comedy of being treat- 
ed like schoolchildren, are referring to as 
the “star for excellence". So why is Ox- 
ford seeing its grant merely held level? 
Because the other 70% of the money is 
related to numbers of students. For each 
discipline, the UGC has worked out a 
standard tuition cost. Oxford has always 
been allowed to spend above average on 
each student in the past. Now it must 
learn restraint. The new way of meting 
out the cash is intended to give the 
greenfield universities of the 1960s the 
chance to catch up with the long-estab- 
lished ones. The grants committee has 
also taken account, for the first time, of 
the money that goes in student grants to 
the various colleges at universities like 
Oxford, Cambridge and Durham. 
Another group of institutions has done 
badly because the UGC assumed that it 
costs the same to teach postgraduates as 
undergraduates. Preposterous, say insti- 
tutions with high numbers of postgradu- 
ates. Both London and Manchester busi- 
ness schools have suffered the maximum 
possible cut in their grant for this reason. 
But cuts affect such institutions less than 
most. London Business School gets only 
28% of its money from the UGC; it raises 
the rest privately. Overall, universities in 
1983-84 received 62% of their cash from 
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the committee. 

One trouble with the committee's cal- 
culations is that it has not shown all its 
workings. The universities have been 
told, in the broadest terms, which factors 
worked for them, and which against. But 
they do not know, for example, exactly 
how much extra the UGC allowed for their 
expensive library, or its notion of the 
tuition cost of one physics student. So the 
savings universities make may be entirely 
different from the ones the committee 
had in mind. 

All the same, it is important, in the 
UGC's eyes, that excellence should be 
seen to be rewarded. Sir Keith Joseph, 
before leaving the education department, 
said the government would consider extra 
cash for the universities from 1987 on- 
wards. That has led to cries for more from 
the polytechnics, whose grant-distribut- 
ing body is claiming that 9,500 places will 
have to go if it has to make do with the 
money it has been allocated. 

In a sensible world, all higher educa- 
tion funding would be worked out togeth- 
er. But money for polytechnics goes to 
the local authorities that run them, from 
the Department of the Environment. Un- 
certainty about the future relationship 
between universities and polys makes the 
current allocation exercise all the more 
makeshift. Keele University, for in- 
stance, is keen to merge with its local 
poly, so as to use the combined resources 
more efficiently. It was told that could not 
be considered until this year's grant allo- 
cation was settled. Yet its grant has been 
cut by 0.5%. 

Even more paradoxical, the ОСС 15 now 
working on a more sophisticated method 
of judging standards in universities— 
which could shift the balance between 
different institutions back towards what it 
was before. The UGC is looking at ways of 
measuring teaching performance—from 
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wages rising so briskly? 


Economic theory suggests that, in the 
short term at least, high unemployment 
_ should reduce wage inflation. The higher 
he unemployment rate, the bigger the 
isk of redundancy, and the more moder- 
ate workers’ pay claims, But this has not 
. been happening in recent years, and lots 
of conferences have been held àt which 
economists fret about it. A recent study 
Бу Professors Richard Layard and Ste- 
“phen Nickell considers two alternative 
explanations. 
Опе of them postulates а conflict of 
interest between insiders (the unions) and 
outsiders (the unemployed). The jobless 
тау be happy to accept work at a lower 
rate of pay, but the unions care only about 
` their members. They will therefore mod- 
erate their wage claims only if there is arisk 
of further job losses. In other words, it is 
not the level of unemployment which 
influences wage bargaining, but its rate of 
change. When unemployment is rising 
rapidly, jobs are at risk, and so wage 
inflation: will fall, Опсе unemployment 
tartsto level off, unions no longer need to 
moderate. their claims. 
- This fits some of the facts: real wage 
rises were fairly modest between 1980 
nd 1982, when unemployment rose by 
around 600,000 a year; since then, only 
200,000 а year have joined the dole 
ueue and real wages have accelerated. 
‚ Вш——ау the authors—the insider-out- 
sider theory cannot explain a related 
oddity: why, despite a threefold rise in 
unemployment, the level of reported 
vacancies is still as high as it was іп 1977- 
78 (see chart 2). meon BO 
-= ftis often true that the skills needed by 
employers. are not the ones the unem- 
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Why unemployment doesn't work 

_ Mrs Thatcher's government believes there is only опе simple cure for 
unemployment: workers must price themselves back into jobs—ie, real 
S must fall. Instead, the real earnings of the 87% of the labour force 
| enough to have jobs have jumped 
“12 months. Why, when unemployment is standing at more than 3m, are 


2 of work 
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y more than 4% during the past 


America, where benefits are more limit- 
ed, unemployed people make four times 
as many job applications as in Britain. 
But Mr Layard reckons that the main 
reason for the rise in vacancies relative 
to unemployment—and equally the rea- 
son for the rapid pace of wage rises—is 
that many of the long-term unemployed 
(out of work for more than a year) have 
effectively withdrawn from the labour 
market. 

The longer somebody is out of work, 
the worse are his prospects of finding a 
job: the man who loses a job today has 
roughly a 40% chance of finding another 
one within three months, but the man 
who has already been unemployed for 
three years has only a 6% chance (see 
chart 3). Employers prefer a worker who 
has recently been employed to some- 
body whose skills and work habits have 
rusted. Equally, the long-term unem- 
ployed become discouraged and search 
less intensively for jobs. 

The long-term unemployed will there- 
fore have little impact on wage negotia- 
tions. It is as if they had emigrated to 
Australia but were still included in the 
official unemployment count, Whatever 
the overall level of unemployment, the 
higher the long-term proportion thereof, 
the weaker the downward pressure on 
wages. 

When unemployment started to climb 
in the early 1980s, the proportion who 
had been out of work for more than 12 
months initially fell, because of the large 
influx of newly unemployed; this was the 
period when (nominal) wage settlements 
fell sharply. Since 1982, most of the rise 


in unemployment has been caused not by- 


more people losing jobs, but by an 
increase in the average duration of un- 


employment. The proportion. of long- . 











term unemployed has doubled to 40% 
(see chart 4) and wage settlements have 
not slowed any further. 

An international comparison of long- 
term unemployment may throw light on 
why the real pay of workers abroad has 
risen more slowly than it has in Britain in 
recent years. Britain's long-term unem- 


ployed, at 40%, represent a higher pro- : E 


portion of the total than in most of the — 
other big industrial economies. In Amer- 





ica, the figure is 12%, in Japan 15%, and . d 


in West Germany 33%. А 
What are the implications of this anal- 
ysis for British policy makers? If the 
government tries to reduce unemploy- 
ment through general reflation—say, by 
cutting taxes—the short-term unem- 
ployed (who have the biggest impact-in 
restraining wages) will be the-first to . 
benefit; the long-term proportion: will 
rise further. This suggests that the in- 
crease in demand might quickly. feed ... 
through to higher wages even though 
unemployment was high. | 
On the other hand, if the government 
concentrates its measures on the long- 
term unemployed, it might not boost 
wage growth by much. It can raise the 
demand for labour without causing а 
self-defeating increase in its price. A 
recent report from the all-party House of 
Commons Select Committee on employ- 
ment made suggestions on how to pro- 
vide 750,000 of the long-term unem- 
ployed with a job guarantee for а year; 
its total cost was £3.3 billion. SP 
The government's Restart scheme 
comes rather cheaper. When this goes 
national on July Ist, everybody who has 
been unemployed for more than a year. 
will be called for an interview at a 
Jobcentre. The idea is to direct people to 
vacancies Or training—ie, to bring them 
back into touch with the lal 
This could help to break 
circle in which the long-term jobless are 
caught. Тһе more discouraged they be- 
come, the less actively they compete for 
work; 50 wages rise faster, further reduc- 
ing their ch ding work. 










































the chance of a university's graduates 
being employed in, say, three years' time, 
to subjective judgments about teaching 
Observed in progress. The institutions 
likely to benefit most are the very ones— 
Oxford, Cambridge, Durham—whose 
historic advantage has just been 
removed. 


Newspapers 
And tomorrow? 


Three months after it was launched in a 
splash of (fuzzy) colour, Today is looking 
rather iacklustre. The photographs in Mr 
Eddy Shah's daily newspaper may be 
suarper, but its circulation is way below 
expectation. Today's first print run was 
1.2m; News (UK), its publishers, had 
hoped to be printing some 1.5m copies by 
now. Instead, Mr Shah is having to scotch 
rumours of still worse problems by saying 
that circulation is over 500,000. In April, 
Today was forced to cut its already low 
advertising rates by 20%, and to reduce 
the number of pages. Talk of profits of 
£20m for its first 12 months is a thing of 
the past; £5m is the fingers-crossed figure 
now being touted. Yet plans for other 
new newspapers seem to surface nearly 
every week. 

The latest gleam in the eye has come 
out of Mr Rupert Murdoch's offer to give 
part of the old Times Newspapers print- 
ing works to the print unions (plus £50m 
in redundancy money to their 5,000 
sacked members), in return for an accep- 
tance of his move to hi-tech Wapping. 
The unions have overcome their initial 
scepticism and are preparing to put Mr 
Murdoch's offer to his ex-employees in a 
ballot. Meanwhile, the Trades Union 
Congress has asked Mr Frank Barlow, 
chief executive of the Financial Times, to 
look into the feasibility of printing a new 
left-of-centre daily at the plant. 

One union-sponsored paper is already 
planned. News on Sunday, an animal- 
loving, green-fingered, no-nukes tabloid, 
is being vigorously, if less than brilliantly, 
prepared for launch early next year. Mr 
Clive Thornton, former chief executive of 
Mirror Group newspapers, has been in- 
volved from the beginning; more recent- 
ly, Mr Nicholas Horsley, head of North- 
ern Foods (the biggest supplier to Marks 
& Spencer), has become the new paper's 
chairman, and its best hope. The paper 
plans to raise most of its initial capital, 
some £6m, through a Business Expansion 
Scheme issue. 

If the unions do take up Mr Murdoch's 
offer, Mr Thornton is keen to get some 
time on those presses. They could handle 
more than one newspaper. The unions 
would be more likely, however, to put 
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their full weight behind their own project. 
But they are not rushing into anything. 
Mr Barlow says "I was chosen for my 
realism." Just as well, say those who 
remember the dreary TUC-sponsored 
Daily Herald, which died in the 1960s. 
Still, there may be a market niche for a 
left-leaning newspaper. 

A second market gap seems to be 
London. Encouraged by the cheap “new” 
print technology, several groups are talk- 
ing of new evening papers for the capital, 
to compete with the less-than-wondrous 
Standard. Mirror Group plans to launch a 
tabloid, the London Daily News, in Octo- 
ber. Chequepoint, a financial-services 
company which runs money-changing 
shops and a give-away London weekly, 
plans the London News, also in October. 
Associated Newspapers is toying with the 
idea of relaunching the Evening News, 
merged into the Standard some years 
back. Even given low costs, how many 
extra evening papers the capital can sup- 
port has yet to be seen. 

Meantime, the Independent, an upmar- 
ket broadsheet daily, is well beyond 
gleam-in-the-eye stage. It has raised some 
£18m so far in the City, and is putting 
together an editorial staff of close to 200. 
Launch date: yes, October. 


Organic farming 


Let them raise 
goats 


If the minister of agriculture, Mr Michael 
Jopling, cannot think of ways to check the 
decline in farm income without pouring 
yet more subsidies into agriculture, per- 
haps one of the civil servants could help 
him. A deputy secretary in his depart- 
ment, Mr Ted Smith, has just made a 
speech suggesting that more farmers 
should turn their produce into farm 
cheeses, jams and yoghurts; raise goats 
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for their milk, meat and hair; and sell 
organically grown vegetables. 

Britain's 1,000 organic farmers will be 
pleasantly surprised by that last idea. 
Only last February, Mr Jopling curtly 
refused to contemplate any spending by 
his ministry (MAFF) on research into or- 
ganic farming. Since then, representa- 
tives of the organic farmers have met Mr 
John Gummer, erstwhile Conservative 
party chairman and now Mr Jopling's 
understudy, whom they found much 
more sympathetic. MAFF is now likely to 
arrange for four or five people in its 
advisory service to be specially trained to 
help other farmers who want to go 
organic. 

Organic farming can be defined as 
"farming without use of synthetic ferti- 
lisers or agricultural chemicals". It has so 
far survived without any extra public 
money. Its enthusiasts are grouped into 
two main organisations: the Organic 
Growers Association, chairman Mr Peter 
Segger, most of whose members grow 
vegetables; and British Organic Farmers, 
run by Mr Patrick Holden, a farmer from 
Wales. Together they publish a quarterly 
magazine, New Farmer and Grower, and 
their members have to meet the tough 
standards laid down by the Soil Associa- 
tion and the Elm Farm research centre 
(founded six years ago by the Astor 
family) to qualify for a special logo, 
intended to be the consumers' guarantee 
of quality. 

The organic farmers would like a gov- 
ernment standard, preferably laid down 
by the European Commission. MAFF is 
not keen on standards that cannot be 
effectively policed. At present, there is no 
way of telling whether a product in the 
shops has been organically grown, let 
alone to any particular standard. It would 
not be practical to inspect imported or- 
ganic food. And MAFF regulations require 
farmers to use some highly non-organic 
products to deal with pests, such as or- 
gano-phosphorus sheep dips to eliminate 
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Sheep scab—although ministry vets сап 
. allow individuals to use lime and sulphur 


if they are satisfied that the farmer is a 


genuine organic farmer. 


Organic farming needs more skill than 
chemical farming does. So it will probably 
always remain a minority pursuit. Can it 
be a pursuit that makes money? 

Certainly there is a rapidly expanding 


. market, willing to pay far more for what 
. its devotees regard as healthy eating. At 
_ present, total sales of organically grown 


food are still tiny, less than 1% of all food 


. consumption. But a surprising 60% of all 
_ organically grown food consumed in Brit- 
. ain is imported. Home producers could 
take over some of this. 


The supermarket chains are keen to 


_ expand their sales. Sainsbury now offers 


free-range eggs in all but three of its 266 


= stores, and they account for 5% of its 
. total egg sales. Prices are nearly 50% 


above those for battery eggs. Up to 7% of 


.. Safeway's vegetable sales are now organi- 


cally grown, and farmers who supply 
them earn premiums of some 35%. Or- 
ganically grown bread-making wheat can 


. bring farmers an extra 45%. 


Those extra earnings may be eaten up 
by lower yields and higher costs. Yields 


. are often 20-3096 lower than those of 


conventional farming. Organic farmers 
save on chemicals and sometimes on fuel, 
but they have higher labour costs. In 
1981, when premiums for organic food 
were lower, Aberystwyth university cost- 
ed 30 organic farms and found their 
average incomes below those of conven- 
tional farmers. The most profitable farms 
in their sample gained from high inputs of 
bought-in farmyard manure. This can 
cause difficulties with the strict rules laid 
down by the Soil Association, which 
would require all such manure to be 
composted for six months and to be 
analysed for heavy metals. The best re- 
turns today would probably come from a 
mixed farm, with stock to produce organi- 
cally acceptable manure and the possibili- 
ty of selling organic dairy produce. 

Even if the sums work now, they may 
not continue to do so. Would price premi- 
ums stay high if output were to expand? 


_ А 1985 survey of high-street shoppers in 


the prosperous Reading area found 60% 
of shoppers saying they would pay more 
for organic food, but only one in 50 said 
she would pay a premium above 15%. 


. And if the market were flooded as more 


farmers went organic, there would be no 


. worthwhile floor price: EEC guarantees 


are fixed at levels appropriate to food 
produced by conventional methods. 
Would-be converts face a problem of 


transition too: during their first four or 
_ five organic years they suffer the costs 


and yields of organic farming, but cannot 
claim organic status (the land is still full of 


chemicals) and get the premium prices. 
The organic farmers are lobbying for 
money from Brussels to make up their 
incomes during this period. That might be 
more productive than hurling it into sub- 
sidised surplus production, as happens 
now. Nonetheless, the organic farmers 
confidently expect that 1,000 farmers a 
year over the next five years will join 
them. They may be right. Organic farm- 
ing has a role in adding value to farm 
output. It enjoys a growing market. But 
the main motive force for its expansion is 
still personal enthusiasm rather than eco- 
nomic incentive. Phrases such as “а more 
ethical system of production which is 
environmentally benign" will never—un- 
less chemicals are heavily taxed, as some 
environmentalists say they should be— 
attract the mass of hard-nosed commer- 
cial farmers. 


Immigration law 


Nasty 


The nasty prospect of immigration policy 
becoming an issue at the next general 
election has been brought closer by some 
remarks dropped by Mr Neil Kinnock 
during a trip to India—and by a rather 
more calculated response from a Home 
Office minister. 

Mr Kinnock said that a future Labour 
government would repeal the 1971 Immi- 
gration Act (which removed most of the 
distinctions between Commonwealth citi- 
zens and straightforward aliens, and 
made it more difficult for naturalised 
Britons to bring dependents to join them) 
and the 1981 Nationality Act (which re- 
stricted the right of abode in Britain to a 
narrower group than before). Labour 
would replace them, he said, with immi- 
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gration controls which were “non-dis- 
criminatory and non-racial", 

His remarks referred mainly to Asians 
who have not been allowed to join their 
families in Britain. They were not novel: 
repeal of the two laws has been Labour 
policy since at least 1982. But Mr David 
Waddington, a junior minister at the 
Home Office, saw a vote-catching oppor- 
tunity and seized it, challenging Mr Kin- 
nock to say exactly what replacements he 
had in mind. 

Mr Waddington is almost certainly 
right, electorally. In 1984, a MORI poll for 
Channel 4 found that 29% thought that as 
many immigrants as possible should be 
encouraged to go back “home” (whatev- 
er that might be), and 32% thought all 
further immigration from the New Com- 
monwealth should be stopped. Any such 
policy would be considerably tougher 
than anything which has yet appeared in a 
Conservative manifesto. 

The problem for the Labour party in 
formulating any alternative to the existing 
laws is that there is more discrimination in 
their implementation than in their word- 
ing. Anybody, in theory, can apply for a 
working holiday visa; thousands of Aus- 
tralians and New Zealanders do so, and 
get one, every year. Few "New Common- 
wealth" (brown or black) citizens who 
want a break in Britain are told of this 
option. 

Mr Kinnock might, though, find him- 
self upstaged by an unlikely group. The 
furthest-out right-wingers of the Tory 
party's libertarian wing are now saying 
that all immigration controls should be 
scrapped, and not replaced with anything 
at all. In the supposed name of freedom, 
they want to scrap the Race Relations Act 
too: let everybody in, but let everybody 
else be as nasty as you like to them once 
they arrive. 
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What's so fascinating about Switzerland: it's a different experience 
for everyone. 





Mount Rigi in Central Swit 


High up above the Lake of Lucerne, Switzerland's variety is particularly striking: it offers a 
magnificent panorama of quite individual opportunities for getting away from the everyday 
routine, both in summer and in winter. With its natural beauty and countless sights, its well-run 
hotels and restaurants, its tempting stores and wealth of sporting opportunities Switzerland 
is a paradise to satisfy every taste in leisure. Please ask Swissair or your travel agent for our 


brochure "Switzerland and the Alpine World. Summer 1986* swissair áy 
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3 OF COURSE YOU COULD GO 
SOMEWHERE ORDINARY 


but... Heads of State don't stay in 
ordinary hotels, nor do Tycoons or 
Celebrities. Ordinary hotels don't inspire 
songs and books, playsond films. 

If you want the right address in London, 
reserve now. Like London itself, The Savoy 
is always in season - there's nowhere 
quite like it. 





і LONDON 


For further details, contact The Savoy, The Strand, London WC2R OEU. Telephone: 01) 836 4343. Telex: 24234 А member ot TheJeading Hotels of thé World 
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BUSINESS THIS WEEK 


| merica’ 's International Trade 
nission decided by a 4-2 
ority that Japanese rivals had 
ired America’s semiconductor 
ndustry by selling 64K eyecare 
indom memory chips at less than 
value. Anti-dumping duties 
ranging. from 11.9% to 35.4% will 


| follow. 


A lockout was threatened by 

:Sweden's engineering industry 

after the 230,000-member 

-metalworkers' union planned 

“selective strikes against 19 big 

ро rS, including Asea, Alfa-Laval, 
s : : 


Атапса imposed a 35% duly. on 
imports of Canadian house-building 
. materials. Brian Mulroney, 


| Canada's prime minister, said such 
.'| actions make it "extremely difficult" 


to be friends with America. 


..:Hongkong's government hired а 
nt banker to limit its exposure 
oans in the takeover of Ka 
Bank by the Peking-based 
hina International Trust & 
| ‘Investment Corporation. 


As рап о! its recent crackdown on 


M Wall Street, America's Securities and 


. Exchange Commission brought five 
new insider-trading cases. The 
attorney-general of the Bahamas 
defended his decision to help the SEC 
, delve into the financial affairs of 


T | Corporate scorecard | 


., Wet 
: Period $m 


L Company A 
.Y Dec 31 


Dennis Levine, the main defendant in 
the biggest case so far. 


Allied-Lyons's shareholders 
overwhelmingly supported the 
company's £1.3 billion bid for Hiram 


| Walker, the Canadian spirit group. 


Saboteurs blew up a bridge on the 
only railway line connecting Lima to 
the Peruvian copper mines at . 


| Cobriza. The bridge could take six 
: months to repair. 


US computer companies’ Sales, 1985 
$n: 5 


“| Honeywell 


4 Hewlett-Packard 


Source: Company reports 


Sperry agreed to Burroughs's 
improved $76.50-a-share takeover 
bid. The merger of the two American 
mainframe computer makers creates 
a group with annual sales of $10 
billion and profits of more than $1 
billion. Not in iBM's league yet. 


IBM is buying back nearly 2% of its 


% change % change 
oncomp. Sales oncomp 
x $т* period** Comment 


Italy's biggest insurance company is the most actively 


own shares, worth some $1.5 
billion—its first share repurchase in 
eight years. 


General Motors is to cease supplying 
police and military forces in South 
Africa. 


Chrysler raised its stake in Maserati, 
the Italian carmaker, to 15%, with = 
options to take majority control later. 


Bethlehem Steel, America’s third 


- biggest steel company, proposed to 


cut its employees’ wages by $2 ап 
hour to an average of $22.50 an hour, 
and give them a share in its profits. 


Leaders of Britain's Sogat 82 printing 
union asked its members to vote on 
a "final offer" from Rupert Murdoch 
to sacked News International 
workers. It includes £50m in 
redundancy pay and the group's old 
London printing piant. 


Times Mirror, publisher of the Los 
Angeles Times, agreed to pay 
$600m for fellow American 
newspaper group A. S. Abell, 
publisher of the Baltimore Sun. 


The Spanish steel producers’ union . 
said the industry will have to be cut 
by about 2096 in the nent two years. 


Economic and financial- indicators ; 
are on pages 111-112. 


traded 








stock on the Milan bourse and has more than trebled jn value in. 
recent months. 

~ Belgium's third bi 
earnings and sl 
helped boost profits. E 
The New York-based. department Store chain made $m рур 
selling some of its Midwest shops. 

A slump in the microchip. market and the rising yen hurt ће 
Japanese electronics giant. 

~86 The tin crisis and low zinc and lead prices "contribuled 1o the 
losses of the West German metals-to-transport group. 

The British retail jeweller is merging with Ratners, a competitor, 
to create a chain of 550 shops. ; 
Sweden's biggest banking group is buying up the 30% it does not 
already own of Enskilda rities, a London-based operation. 


The Japanese electrical company expects t the strong yen to 
damage sales and so profits in the current ye: ; 


: Ye Yearended.Q-= - Quarter ended. F= Four months ended. (= Loss. eH eee eter sal "Based on local currency figures. t= Pred {ах киң $= Profit in prev f 
]  eusperiod. - : 
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The International $ёсыпйез Hone. 
purpose built for the mid 80's 


and beyond.. 


Following the acquisition of 10096 of Laing & Cruickshank, Mercantile House announce - 
` that their international securities division, Alexanders. Laing & Cruickshank Holdings, is: to 


consolidate into four international areas: 





à Fixed Tiiri Securities and Futures | 


Alexanders. Discount: ріс. 
Alexanders Laing & Cruickshank Gilts Limited 


_ Alexanders Rouse Limited . 


| [Equities 


Alexanders Laing & Cruickshank 
| institutional Equities Limited 

















7 ше Finance” 


Alexanders Laing & Cruickshank © 
e Corporate Finance Limited 


Alexanders Laing & Cruickshank | 
"Asset Finance Limited 








- 





[Imestment Management _ 


dealer in short term paper endi money : 


primary dealer in UK government securities 
(from October 27) 


futures and options dealer/broker 


international equity brokers; 
market maker and broker/dealer (from October 27) 


all aspects of corporate finance and. 
mergers and acquisitions 


leasing and other types of asset fi nance, 
POR and broking services | 


specialist services: for. private ‹ 
branches, trust funds, charti 
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South Africa's: 


employment in non- 
agricultural sectors, 
1983 


purces: Government statistics. Standard Bank: Financial Mail 


Gold 46% 


Coal and other minerals 
14% 


Base metals 11% 


Platinum and uranium 
6% 


Diamonds and other 
precious stones 6% 


Chemicals 3% 
Agricultural products 5% 
Other 9% 





South Africa’s miners roll up 


their sleeves 


This year’s pay negotiations between 
South Africa's Chamber of Mines and the 
black National Union of Mineworkers 
(NUM) are just beginning. They promise 
to be the prickliest ever. The NUM is 
becoming increasingly politicised. With 
22% of the country's 550,000 black min- 
ers signed up, it is South Africa's largest 
black trade union and the largest member 
of the trade union federation, COSATU. 
The company members of the Chamber 
of Mines have different views on how to 
юре with the NUM as an economic and 
political force. 

The 1986 pay round has opened with 
negotiations for the gold mines. The 
union wants improvements in employ- 
ment terms, which the Chamber's 20- 
member all-white negotiating committee 
says would raise labour costs by some 
8595. Wages and employee benefits al- 
ready account for half the costs of many 
South African mines. The union will 
probably scale down its demands, as it 
always has in the past. But not, perhaps, 
before a strike. Whatever happens, the 
union seems certain to widen the rift 
between Chamber companies, with incal- 
culable consequences for a country that 
depends on mining for 80% of its export 
earnings. The Chamber's five biggest 
members produce 99% of South Africa's 
gold and around 80% of its coal. 

Anglo-American, with 80% of NUM 
members, is the mining company most in 
favour of reform and leads the way in 
offering higher wages. It seems willing to 
make concessions on pay, housing and 
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education as long as that keeps politics 
out of the mines. As Mr Gavin Relly, 
Anglo's boss, puts it: "We hope that 
union members regard their own self- 
interest as more relevant than becoming 
tools of political parties." 

Rand Mines has followed the Relly 
line, and has extended it at its Rietspruit 
colliery (a joint venture with Shell). By 
breaking with the Chamber's policy, the 
Rietspruit coal mine has been able to pay 
its workers well above the Chamber com- 
panies' rates, and has provided some of 
the best black housing and schools in the 
country. Black union members at the 
mine remain dissatisfied. They staged a 
damaging strike and remain hostile to 
management. 

Gold Fields of South Africa is no softy. 
It refuses to move in line with Anglo's 
wage offers. Its chairman, Mr Robin 
Plumbridge, notes that for every man 
working in a Gold Fields mine, there is at 
least one who would like to take his place, 
and says that every striking miner has to 
assess the possibility of dismissal. Gold 
Fields is keen to maintain discipline— 
with the help of its renowned security 
men. When necessary, they move in with 
dogs, tear-gas and rubber pellets. All 
mining companies keep such security 
forces, but Gold Fields is the specialist 
and offers its expertise to the others. 

The Afrikaner mining firm Gencor has 
also been labelled a hardliner; but 
changes are afoot. The NUM declared 
Gencor an "enemy company" when its 
subsidiary, Impala Platinum, sacked 
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23,000 workers earlier this year. Now, 
Gencor’s new boss, Mr Derek Keys, 
concedes that the company's industrial- 
relations strategy has not been a winner. 
For the first time, Gencor appears sympa- 
thetic to the Anglo approach. But that 
does not necessarily ensure solidarity 
within the Chamber of Mines. Mr Keys 
also says that individual companies need 
to reassess their relationship with the 
Chamber, and one of his first tasks as 
chairman will be to see whether the 
Chamber can accommodate differing 
gold-company philosophies. 

The divergence in the mining compa- 
nies' stances is taking on new economic 
significance. Union wage demands are 
reaching the stage where they threaten 
the viability of marginal mines. The gold 
companies can respond in two ways. They 





Ready to strike? 


| 
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can play brutal like Gold Fields, or they 
can smile sweetly and promise better 
wages while also planning to increase 
mechanisation. JCI (Johannesburg Con- 
solidated Investment), the fifth big mining 
company, is already moving that way. 
Mechanisation at three of its mines has 
allowed it to cut the workforce by almost 
50%. Ict’s chief executive, Mr Gordon 
Waddell, says the company is considering 
mechanisation at its big new Joel mine. 
Differences between the mining houses 
will also come into play as companies are 
faced with managing the spillover of 
township politics into the mines. Mine 
managers see it already. Wildcat strikes 


__ have become part of day-to-day living in 


the gold mines. Reported cases amount to 


_ 38 so far this year, and there is increasing 
. evidence that these have been motivated 


by activists from near-by townships. 

The NUM hedges its bets on the subject 
of politics. Mr Marcel Golding, the 
union's spokesman, acknowledges that 
the trade union provides the most struc- 
tured form of organisation for black polit- 
ical activity. “Ме are essentially a trade 
organisation," he says, "but we have to 
be sensitive to issues resulting from black 
oppression.” 

At their head office, 
mineworkers seem keen to resist political 
pressures, and to concentrate on a better 
economic deal. The NUM knows it cannot 
push political issues too far. Many of its 
members are migrant workers from 
neighbouring states, whose jobs are at 
risk and who have little stake in South 
African politics. High black unemploy- 
ment means sacked workers can easily be 


More honour for the code 


Since 1974, the British government has 
had a voluntary code of conduct for 
British companies with significant opera- 
tions in South Africa. Replaced in 1977 
by the EEC’s code, it exhorts British 
companies, among other things, to ob- 
serve trade-union rights, offer equal pay 
and a certain minimum wage, and scrap 
racial segregation. It also urges compa- 
nies to report progress to the British 
government every year. Being volun- 
tary, compliance with the code relies on 
the stirrings of conscience plus enlight- 
ened self-interest. 

^A Enlightened self-interest seems to be 
the more persuasive. As companies have 
realised that South Africa is a public- 
relations minefield, the number declin- 
ing to report their progress to the gov- 
ernment has fallen: from 47 in 1978 to 
three last year. The diehard resisters— 
Siebe, a maker of safety equipment, Sun 
Alliance and London Insurance, and 
Trusthouse Forte, the hoteliers—em- 
phasise that their operations comply with 
the code. They say they refuse to report 
to the government on principle. 

The 135 British companies with signifi- 
cant interests in South Africa which did 
report last year showed increasing com- 
pliance with the code, particularly where 
market forces were pushing them in the 
same direction. Black trade unions were 
acceptable to 90 of them compared with 
seven in 1980, and there is now near- 
universal acceptance of the principles of 
equal pay for equal work and equality of 
job opportunity. 

Where the code conflicts with en- 
trenched practice, compliance is more 
patchy. The code recommends that lava- 
tories and canteens should be desegre- 
gated, but only about one-third of com- 
panies have complied. Blue-collar 
companies which have desegregated fa- 
cilities often reclassify them by job status 
to skirt what tobacco group B.A.T Indus- 





ЖЕЕ: i 
Not yet on the ladder 
tries calls “white shopfloor resistance". 
Few companies have followed the exam- 
ple of Gallaher which has desegregated 
its lavatories even in circumstances that 
break South African law. 

Some skilled non-white workers in 
South Africa are relatively well off: Da- 
vis Derby, a manufacturer of mining 
equipment, reckons that its skilled work- 
ers earn as much as those in Britain. But 
qualified and experienced black workers 
are so rare that introducing equal pay 
and promotion opportunities is often 
almost costless. Metal Closures, which 
makes packaging, has no examples of 
different races doing the same job—and 
therefore no workers to whom it can yet 
apply its equal-pay policy. Companies 
like Barclays, 1cl, Unilever and Shell run 
programmes to try to make up for educa- 
tional shortcomings, but that is only a 
tiny step towards giving non-white South 
Africans some sort of equality of 
opportunity. 
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replaced. But the economic focus gets 
blurred when aggrieved or threatened 
workers at the mine do not appreciate the 
intricacies of the bargaining being done 
by their white bosses in smart Johannes- 
burg offices. 


European gas 


Something to troll 
about 


The risk of a shortage of secure and 
indigenous supplies of gas, which so exer- 
cised western European governments 
when prices soared in 1979-80, is proving 
to have been the usual doomsters’ fore- 
casting nonsense. Even the International 
Energy Agency (IEA), the club of big 
energy-consuming governments which 
did as much as anybody to invent the 
crisis, concedes that most of its past 
forebodings appear unfounded. 

In its latest report on international gas 
prospects, published on May 26th, the 
IEA acknowledges what has become in- 
creasingly evident in the past few years: 
that the European natural gas market’s 
problem today is a glut of gas, not too 
little of it. The agency says that it can see 
hardly any danger of a serious shortage of 
supplies before the early years of the next 
century. Nor does it see any need for 
western Europe to increase its depen- 
dence on Russian gas—the spectre about 
which Americans made so much fuss 
during the trans-Siberian gas-pipeline 
row—beyond the amounts for which it 
has already contracted (25 billion cubic 
metres a year now, rising to 48 billion-55 
billion by 2000). 

All this is in sharp contrast to the gloom 
propounded by the IEA in 1982, when the 
row between the Reagan administration 
and its European allies over the trans- 
Siberian gas pipeline was at its loudest 


1982 (average) 
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ca has until recently earned a big 
lus fróm its trade in invisibles: in 
1981, at. $34. billion, it was by far the 
- largest of any country. By 1985, that 
- surplus had practically disappeared (see 
chart). The turnaround in invisibles ac- 
} counted for a quarter of the $125 billion 
"deterioration in America's current ac- 
"i'eount between 1981 and 1985, 
су ботс. of this can be blamed on the 
overvaluation of the dollar: services can 
зе priced. out of-world markets just as 
goods can. The main reason that the 
surplus on invisibles has disappeared, 
~ however, is the change in America's net 





Home gains from abroad 


Net investment income $ billion 


1... Year ' 1981 1982 1983 1984 1985 
USA 34.1 29.5 25.4 19.1 247 
Japan -08 17 31 42 68 
W.Germany -0.4 -1.6 13 25 17 
Britain 19 19.37 45 30 

‹ Ts at dovermeni Statisties Bank of Japan, 
investments.” 


nce the first world war, America has 
earned. a surplus on its net, overseas 
. investments—what it earns from its in- 
-vestments abroad minus what it pays to 
|. foreign investors in America. In 1981, 
|. ithe United States was the world's largest 
` eteditor with net assets abroad of $160 
billion which earned it $34 billion. After 
four years of widening current-account 
deficits, the United States. is now the 
|: world's biggest debtor, with net foreign 








Scales are not 
comparable 








1980 81 82 83 84 85 86* 


1980 B! 82 83 84 85 86* 


| The invisible burden on American trade 


ing of international finance ministers gets worried about the 
imbalance between America and Japan in visible goods like 
deos. Nobody seems to care a cuss about big swings in world 
“invisibles” like travel and investment. Yet those swings in 
visible trade are making the job of restoring balance much harder 


liabilities of about $120 billion at the end 
of last year. For now, America's net 
investment income is still positive, be- 
cause the returns on its direct investment 
abroad are higher than the interest it has 
to pay on its debt. But its net investment 
income was only $25 billion in 1985 and 
looks set to become negative within a 
couple of years. (Investment income 
went up between 1984 and 1985 mainly 
because of the effect of a cheaper dollar 
on direct investment income.) 

This has embarrassing implications for 
the future. Every year that its current 
account stays in deficit, America's net 
external debt increases. That gives rise 
to a bigger outflow of investment income 
and a widening current-account deficit 
which, in turn, increases the external 
debt even more. 

The dollar is now back to its trade- 
weighted level in 1981, the vear when the 
United States last ran a current-account 
surplus. Even if this allows American 
producers so to increase their exports 
that they eventually reduce the annual 
trade deficit from $125 billion to 1981's 
level of $30 billion, the current account 
would remain in substantial deficit be- 
cause of today's outflow of interest pay- 
ments. If, for instance, a $30 billion 
trade deficit were achieved by 1990, 
America's external debts would still rise 
to over $500 billion by the end of the 
decade. This could imply a net outflow 
of investment income of some $25 billion 
a year, compared with a net inflow of $34 
billion in 1981. To eliminate the current- 





Sources: US Dept of Commerce; Bank of Japan;'Bundesbank, UK Government statistics 


' (and forecasts were twisted to serve polit- 
> icat ends). Then, the IEA reckoned that 
"Western Europe was likely to become 
«heavily dependent on imported supplies 
(from the Soviet Union, Algeria and 
maybe the Middle East), if it were to 
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meet all its expected needs to the end of 
the century. 

The iEA's forecasts of demand were 
completely wrong (see chart on previous 
page). It underestimated the improve- 
ments in energy efficiency prompted. by 
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account deficit by the end of the decade; - 
America's net exports need to be around 
$60 billion higher than in 1981. America 
has the daunting task of transforming a. 
$125 billion trade deficit into a surplus of 
$30 billion in five years. : 

Until recently, postwar Japan and: 
West Germany have had two of the. 
largest deficits on invisibles in the world.. 
Since 1981, these deficits have been. 
shrinking. This has quickened the rise in’ 
their current-account surpluses. ` ; 

In 1981, Japan had а deficit of. $15 
billion on its invisible trade. By last year, 
this was down to $7 billion, thanks to an- 
increasing inflow of investment income. 
Successive years of current-account sur 
plus have transformed Japan into. the 
world's largest creditor, with net foreign 
assets estimated at $120 billion at the ent 
of 1985. Japan's net investment income 
has switched from an outflow of $800m 
in 1981 to almost $7 billion last year. 

West Germany's deficit on invisibles 
has narrowed from $23 billion in 1982 to 
$16 billion last year. During the. past. 
three years, West Germany's net invest- 
ment income has swung from a deficit of 
$1.6 billion to a surplus of almost $; 
billion, E 

Britain is expected by its Treasury 
earn à net surplus on invisibles of £ 
billion ($12 billion) in 1986, up from £1.7 
billion in 1980. A big chunk of this 
increase has come from the assets tha 
Britons have bought overseas since th 
abolition of foreign-exchange controls 1 
1979. Britain's net foreign assets leapt 
from £12 billion at the end of 1979 to: 
about £90 billion ($130 billion) at the end 
of last year—second only to Japan's. The 
years of North Sea oil have not been. 
wasted; they have been used to add to © 
Britain's net foreign assets. 
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high oil and gas prices, as well as th 
effects of the recession on the üse of 

The Dutch government's decision t 
tend Holland's exports of gas wellinto the 
twenty-first century has helped to i 
crease potential supplies since the IEA 
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enous production is still expected to be 
lower than was thought i in 1982. 

Тһе IEA's main anxiety now is whether 
oil and gas prices may fall so low that they 
jeopardise the Troll Field, the big gas find 
which the Norwegians for economic rea- 
sons, and the Americans for strategic 


Drugs in Asia - 


rowth in drug sales has slumped from 
ine 15% a year in the 1970s to around 
% in the main markets of America, 
‘ope and Japan. So several multi- 
tional drug firms, short on new prod- 
ts, are now turning to South-East Asia 
to keep up their profits. Pill swallowing 
ere has been growing by up to 18% a 
ar and some governments are offering 
ttractive incentives to high-technology 
s. Drüg companies such as Sweden's 
5 Switzerland’s Sandoz are now 
ning the region to find the best place 
nvest in both manufacturing and distri- 
ion. Other drug firms have done so 








Four years ago, Britain's Glaxo opened 
manufacturing plant in Singapore to 
lake the active. ingredients for its anti- 
ulcer drug, Zantac. Zantac will probably 
become the top-selling prescription medi- 
cine in the world in 1987. Glaxo is export- 
ing all of its Singapore production (50% 
of its worldwide production), mainly to 
the United States and Japan, which ac- 
unt for half of Zantac's total sales. 
nce 1982, Glaxo has trebled its produc- 
tion in Singapore. The island brings in a 
big chunk of the company's pre-tax prof- 
its. This year, Glaxo has set up two other 
joint ventures to make and market its 
Product Jocally in South Korea and Tai- 
"wan. It is also starting to sell drugs in 
; Indonesia. 

^Beecham, another British group, is 
thinking of expanding in Singapore. It 
. hada head start. Old colonial ties induced 
"it to set up an antibiotics plant on the 
island in the 1970s. 

The Soüth-East Asian market is as big 
as the British one, with annual sales in 
excess of $2.5 billion. As countries have 
grown richer, governments and private 
individuals have been prepared to spend 
more on-health.- South-East. Asians are 
demanding more western-style curative 
medicine instead of the oriental preven- 
tive sort. 

* About $1: billion-worth of drugs are 
_ sold each year in South Korea alone, 































. last forecasts were made: Europe! s indig- 










_ Where the market is growing at the rate of 
around 10% a year. About 30 multi- 
_ national drug companies have joint ven- -L 


“ones, want to see brought on stream in PS 
the late 1990s as a replacement for exist- 
“ing large Norwegian fields that will then - 


be nearing the end of their lives. A 
decision on Troll's development is ex- 
pected later this summer. If it goes ahead, 
it could supply Europe with 1096 to 1596 
of its annual gas needs for 40 years. 


Opening a new medicine chest 


SINGAPORE 


tures in South Korea. The largest are 
those of America's Pfizer and West Ger- 
many's Hoechst. America's Bristol-My- 
ers and American Cyanamid are big in 
Taiwan, where about $340m-worth of 
drugs are sold each year. 

The South Korean and Taiwanese gov- 
ernments have devoted more of their 
health budgets to providing state-reim- 
bursable hospital care. They are both also 
planning to introduce a law next year 
which will award patent protection (of 
some 17 years) to western drug inventors. 
At present, the companies have little 
protection from imitators, except in Tai- 
wan, which allows foreign drug compa- 
nies three years' grace from local 
competition. 

Tax incentives are also enticing drug 
companies to invest in South-East Asia. 














Will "aggression" take over from “‘excel- 
lence" as the next American business 


buzzword? While excellent “businesses 
abound—from the Excellent Asphalt 
Paving company in New York to Excel- 
lent Massage in (where else?) Los Ange- 





In search of aggression 


ny of the Wharton business school sees it 








for instance has. awarded. A 
“pioneer” status to Glaxo, Beecham and ` 
Diagnostics Biotech, an American com- ` 
pany that recently opened a manufactur- 
ing plant on the island. This status ex- 
empts companies from corporation tax 
for 10 years after their initial investment. ; 
New legislation is also being discussed to 
allow certain. companies. whose pioneer 
status has expired to pay lower levels of 
corporation tax. 

The drug. companies’ only fear. in 
South-East Asia is that governments 
might introduce an "essential drugs" list 
as recommended by the World Health 
Organisation. This is a shopping list of 
cheap off-patent medical products, which 
enables third-world governments. to re- 
duce their import bill for drugs. So far, no 
South-East Asian сошшу has introduced: 
such a list. 


Gannett 


Neuharth’ S last. 
SCOOD 
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Mr Allen Neuharth, a former sports re- 
porter and the launcher of usa Today 
America's only popular national daily = 
newspaper, has stepped down as chief: 

executive of Gannett, the company he 
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les—aggression is creeping in. ; 
New. York has an Aggressive. Glass | 
Company, and Aggressive Construction 
Maintenance, run by a Colombian wom- 
an who says that this is the least it takes 
to Бе а woman іп е New York con- 
struction industry. Los Angeles boasts a 
steel fabricator called Aggressive Erec- 
tors & Bridgeman. Cincinnati Ваз ano- 
Aggressive Piping company, Chicagoan |] - 
Aggressive List Management firm— 
which claims that aggression really . 
pays—while Detroit has, and perhaps | 
needs, Aggressive Tours. = 
Business schools have mixed. feelings 
about all this aggression. Mr Paul Tiffa- 
















































as a symptom of decline: if you cannot 
beat your competitors, thump your chest 
instead. The view from Harvard is more 
Olympian: Mr Abe Zelaznik, a professor 
at Harvard Business School and a psy- 
choanalyst, says that real aggression is as 
suppressed in the modern American 
company as sex was in Victorian’ times. 
The eye-catching names merely suggest 
that American businesses are second to 
попе at selling themselves, if not their 
products z о tud 
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Should make money tomorrow 


built into America’s biggest newspaper 
chain. Mr Neuharth, who remains chair- 

ian of Gannett for another three years, 
— .4as increased the company’s sales almost 
four times in the past decade to $2.2 
billion in 1985 (see chart). Most of that 
growth came from 35 acquisitions, in 
newspapers (which accounted for 76% of 
last year’s sales), broadcasting (12%) and 
bill boards (9%). 

Gannett's profitability has remained 
high despite its fast expansion. Return on 
shareholders’ equity has averaged 20% 
for the past 10 years, and the company 
recently announced its 74th consecutive 
quarterly increase in net profits. 

Gannett has prospered from upheaval 
in the American newspaper industry. 
Many family-owned publishing firms are 
up for sale because their owners have 
fallen out, or have been tempted by the 
high prices now being paid for newspa- 
pers and broadcasting stations. All three 
big companies most recently scooped up 
^y Gannett were family-owned: in mid- 





Gannett's growth 


Company reports, Ает! Lynch. Drexel Burham Lambert 
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May it agreed to buy two Louisville 
newspapers for $300m; last year, the 
company paid $717m for the Detroit 
News Association, the owner of one of 
Detroit's two big daily newspapers plus 
several television stations; and last year it 
paid another $200m for the Des Moines 
Register. Most family newspaper busi- 
nesses hate hostile takeovers. So Gannett 
has preened its image as a friendly buyer 
which never makes hostile bids. 

Since small, family-owned newspapers 
are often badly run, stricter management 
can increase earnings sharply. And mar- 
gins are wide in the American newspaper 
industry because most newspapers face 
no direct competition. 

Even where newspapers compete, an 
exemption under American antitrust laws 
helps companies to form cartels. As soon 
as it bought the Evening News in Detroit, 
Gannett negotiated a "joint operating 
agreement" with the rival Detroit Free 
Press, owned by Knight-Ridder Newspa- 
pers. If America's trustbusters approve 
the agreement, the two papers will keep 
separate editorial staffs, but merge their 
business operations. 

But American newspaper publishing is 
not a licence to print money. The business 
depends heavily on advertisements: Gan- 
nett got 72% of its newspaper revenue 
from advertising last year and the rest 
from circulation, roughly the same pro- 
portion as the rest of the industry. Ameri- 
can newspapers attracted 27% of all ad- 
vertising spending in 1985, but their share 
has fallen as advertisers have switched to 
methods like direct mail, which now has 
16% of the market. So higher profits 
depend on leaner operations, where big 
groups have an edge. Gannett may save 
15%, or around $40m a year, on news- 
print by buying in bulk. 

Though Gannett has fished for even 
bigger acquisitions—last year it talked to 
CBS about a friendly merger—it is also 
more willing than its rivals to bet on 
internal growth. USA Today has had 
operating losses of about $350m since it 
was launched in 1982. But it is expected 
to break even by the end of next year. 


American satellites 


Grounded 


WASHINGTON, DC 


The American satellite industry, which 
thinks it is the key to a new global 
telecommunications network, is worried. 
The problems with America's space pro- 
gramme since the Challenger disaster in 
January have reduced the available ca- 
pacity of American vehicles to launch the 
industry's products. And that capacity 
will not necessarily reappear when the 


WORLD BUSINESS 


shuttle comes back into service. The 
difficulty arises because—against the 
wishes of the satellite industry—succes- 
sive American administrations failed to 
encourage the development of a “mixed 
fleet" of launchers, including some ex- 
pendable vehicles, and instead backed 
the manned shuttle exclusively. 

Nobody is sure about the precise size of 
the shortfall in launching capacity. Gen- 
eral Dynamics, the manufacturer of the 
Atlas and Atlas/Centaur family of ex- 
pendable rockets, reckons that an 18- 
month delay in bringing the shuttle back 
into service would bring an overflow of as 
many as 75 payloads between 1986 and 
1989. That may be too glum. Some ana- 
lysts note the spare capacity, for now, on 
some transponders already in orbit. 
Nonetheless, General Dynamics' worries 


Too few on the launch pad 


worry the satellite makers. 

They are further agitated by rumours 
that an administration task force is about 
to recommend that the shuttle be re- 
served for defence and national security 
purposes. Thus, even if it comes back into 
service soon, it might not be of any help 
to the commercial sector. 

In the absence of ready-to-fly domestic 
launchers, the commercial satellite indus- 
try is turning to foreign suppliers. Ariane- 
space, the European company backed by 
14 governments, will pick up some busi- 
ness. Hughes Communications, a satellite 
operator owned by Hughes Aircraft, the 
world's largest manufacturers of satel- 
lites, has already booked a launch for à 
Japanese telecommunications satellite 
with the European company. Other coun- 
tries may benefit, too. Teresat, a small 
satellite operator in Texas, has signed a 
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. deal with the space company owned by 
the Chinese government, and Hughes has 
considered the same solution. 

Arianespace, having added an extra 
launch to its programme in both 1987 and 
1988, is now fully booked for both those 
years, and is taking bookings for 1989. It 
has no plans to expand its capacity. 
Arianespace seems to think that the 
shortfall, such as it is, will be filled within 

 afew years. 

But will it be filled by American or 
foreign suppliers? Both General Dynam- 
ics and Martin Marietta have had many 
years experience in expendable vehicles. 
But to fill the gap, they would have to 

_ accelerate production, and might have to 
. adapt their existing hardware—some of 
.. which is still used for military purposes— 
_ for commercial use. They could only do 
so ata cost, and even so their launchers 
. might not be able to cope with all the 
many types of commercial satellite that 
. were earmarked for the shuttle. 

JJ Aninvestment programme designed to 
. meet the satellite industry's requirements 


Economists at the OECD have just paint- 
ed a cheerful picture* of rising growth 
and falling inflation for the world's rich 
countries this year and next (see table). 
But they reckon that a strengthening 
world economy will do little to shorten 
the dole queues. 

In the six months since the forecasters 
last did their sums, three important 
things have gone right. Oil is 40% cheap- 


What the OECD thinks 
(1985 actual; 1986 and 1987 forecasts) 
1985 1986 1987 
Percentage changes 
Real GNP 
United States 


n 
West Germany 
France 


Inflation (private co: 
United States 


Percentage chan 
"E nue Wi 


f National definitions adjusted for self-employed 
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could cost $600m. The launch manufac- 
turers will not commit that kind of money 
until the administration makes its inten- 
tions clear. If it bumps commercial satel- 
lites off the shuttle, for example, will it 
help the commercial sector develop alter- 
native launchers? 


Gambia 


Local money for 
local colour 





BANJUL 


Gambia has a population of 700,000, one 
road and few natural resources except 
groundnuts—and they are not selling 
well. Like many a similar hot poor coun- 
try with a coast, Gambia has tried to turn 
itself into a third-world paradise for first- 
world tourists. With some success. In the 
year to April 1985, 65,500 tourists visited 
Gambia, 56% more than the previous 
year. Over half of these visitors came 


Good news for the workers 


er in dollar terms. The trade-weighted 
value of the dollar has dropped by a 
quarter compared with its peak in March 
1985. Short- and long-term interest rates 
have fallen nearly everywhere. All three 
changes have boosted growth. 

Cheaper oil has had the biggest and 
most immediate effect. If its price should 
level off at $15 a barrel, the OECD's 
annual import bill will be cut by $65 
billion this year compared with last. 
Cheaper oil also means lower inflation. 
Consumer prices, on average, actually 
fell in the OECD area in February and 
March, the first such fall in 25 years. In 
1986, growth should be better balanced 
between the biggest countries than it was 
in 1985, though slower growth in Britain 
might upset that trend in 1987. So far, 
better-balanced growth owes little to the 
fall in the dollar. Its short-term effect has 
been to add to the trade imbalance 
within the OECD, boosting America’s 
current-account deficit this year to an 
expected $132 billion, and Japan’s cur- 
rent-account surplus to $77 billion. No 
reduction, therefore, of protectionist 
pressures on Capitol Hill. 

Likely to prove even more persistent is 
the problem of high unemployment, es- 
pecially in western Europe. The number 
of people with jobs continues to rise; the 
forecasters expect employment to grow 
this year in every OECD country bar one 
(Greece). The trouble is that in most 
countries the labour force is growing fast 
enough to absorb all the new jobs, 
leaving unemployment far too high. 


~ *OECD Economic Outlook, May 1986. 
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All for $50 


from Britain, most of the rest from 
Scandinavia. 

The Gambian government wants to 
keep more of the benefits of tourism for 
itself. At present, only about 3% of its 
GDP comes from hotels and restaurants. 
About 90% of tourists come into Gambia 
on charter flights with their tickets and 
hotel bills paid abroad, mostly to foreign 
airlines and to foreign-owned hotel 
groups. The gain to Gambia in foreign 
exchange comes mainly from the airport 
tax and from supporting services like 
taxis, street vendors or local restaurants 
(of which there are few in Banjul, the 
capital). Charter tourists are reckoned to 
spend little more than $50 each in the 
country. An average package holiday for 
a fortnight costs $900, which includes 
flight, bed, breakfast and dinner. 

Gambia has four big hotels, all of the: 
foreign-owned. Together, they are said t. - 
have created around 2,000 jobs. The 
hotels buy most of their supplies from 
abroad. Food is imported in huge con- 
tainer lorries, even though Gambia could 
supply both fish and livestock. The Hotel 
Atlantic, owned by Copthorne Hotels, a 
British company, welcomes about 8,000 
holidaymakers a year. All of them come 
on package tours paid for outside Gam- 
bia. Around 60% of the hotel’s daily 
expenses go abroad. The hotel pays about 
$300,000 annually in local taxes. 

Gambia wants to foster local invest- 
ment in the tourism industry and to 
encourage hotels and restaurants to buy 
local produce. Last year, Mr Saihou Cee- 
say, a local businessman, bought the Palm 
Grove Hotel. The government now. has 
five outstanding applications to build big 
hotel complexes, including two for time- 
sharing facilities. It has another five appli- 
cations for restaurants and night clubs; 
and two for a bevy of bungalows. 
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The evolutionary 
architecture 

їп а 9800. 
Loosely coupled 
processors, 
> connected by 
buses, let you 
upgrade in 
smaller slices 
and process 
faster. 








That's quite a promise for a conventional 
mainframe to keep. 

Luckily, the new NCR 9800 is anything 
but a conventional mainframe. 
its an evolution. 


HOW TO BUILD AN EVOLUTION. 




















The secret is architecture. 

Inside the 9800, we loosely couple 
powerful application processors (these do 
the work), with data storage processors 
(these manage the work flow). 

What does this mean to you? 

Say your business, like most, processes 
its transactions in peaks and spurts. A 9800 
can handle your work load better and ensuré 
quicker response than a conventional main- 
frame of comparable power. 

You see, we developed a special 
“system memory" for your most frequently 
used files. And all the processors can share 
these files. Automatically. What's more, the 
processors team up- again, automatically— 
during these peaks, so the system has the 
agility to process increased work loads, when- 
ever they occur. 

Sounds simple, but conventional main- 
frames can't do it unless someone writes 
complicated application software. 

With the 9800, its part of the system. 

So the computer is more efficient, more 
economical, and very flexible. 


HOW TO GROW A MAINFRAME. 


The 9800 doesn't have to be upgraded 
in large pieces. 

It grows gradually, the way a business 
grows. 

You start with the power you need, and 


NCR9800 The evolution 
ofthe mainframe. 





then you can expand in smaller increments 
than with conventional mainframes. 

You can even add job-specific modules 
to handle specific functions. 


IT'S MORE FAULT-TOLERANT 
THAN YOU ARE. 


Conventional fault-tolerant systems work 
one of two ways: Either by doing the work 
twice, which is unproductive, or by using a 
software solution that slows processing down. 

We invented a more efficient system. 

Set up a 9800 for fault-tolerance and, if a 
module fails, other modules take over while 
continuing to do their own jobs. 

It'll run during a processor failure. Or a 
software failure. 

It'll even run during routine maintenance 
or upgrading. 

Its built with 32-bit 
VLSI technology that has § 
fewer components than & 
conventional technology. EE 

So, the chance of a 
failure inside the 9800 
is very slim. 

Because if something isn't there, it can't 
break. 





THE REST. 


The 9800 was built to be an excellent on- 
line transaction processor and an excellent 
general purpose processor. 

So it can be tailored to do both jobs more 
economically than conventional mainframes. 

Its also an open system. 

And it uses SNA and X.25 communica- 
tions, so it can work together with other 
computers you may already own. 

It comes with popular software tools, like 
SQL and MANTIS”™ and with C, COBOL. and 
BASIC languages. 

And you have a choice of many ready-to- 
run solutions for business. 

And thats everything. 

Of course, to remember it all, you'd have 
to be a mainframe, too. 

So, you only have to know two things: 

It's called the NCR 9800. And for more 
information, contact your local NCR 
representative. 
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WHERE ELSE WOULD ONE... 
END THE DAY IN LONDON? 
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DISTINGUISHED 
CONFERENCE FACULTY 


A high-powered delegation of 
Senior Government Officials from 
the People’s Republic of China: 


* Mr Yuan Zhen Min, Director. 
Department of Treaties and Law, 
Ministry of Foreign Economic 
Relations and Trade (MOFERT) 

Mr Gong Jun, Official, Department 
of Treaties and Law, Ministry of 
Foreign Economic Relations and 
Trade (MOFERT) 

Mr Li Pei Chuan, Deputy Director, 
Legal System Bureau, State Council 
Mr Cu Bing Quan, Deputy 
Secretary General, Foreign 
Economic and Trade Arbitration 
Commission of the China Council 
for the Promotion of international 
Trade (CCPIT) 

Miss Li Ning, Project Officer, Centre 
for Market and Trade Development, 
Ministry of Foreign Economic 
Relations and Trade (MOFERT) 


and Eminent China Specialists from 
the Region: 


* Mr Lee Ying Cheun, Singapore's 
Commercial Representative in 
Beijing and Deputy Chief Executive 
Officer of the Singapore Trade 
Development Board 
Mrs Ying Price, Commercial Consul. 
The United States Consulate 
General, US Embassy, People's 
Republic of China 
Mr S. Tiwari, Senior State Counsel 
Attorney — General's Chambers, 
Singapore 
Ms Sally A Harpole, Partner 
Graham & James, Beijing 
Mr Gage McAfee, Partner, Coudert 
Brothers, Hong Kona 





THE CHINA BUSINESS LAW 
CONFERENCE 1986 


26-27 JUNE 1986, SHANGRI-LA HOTEL, SINGAPORE 
Organised by: 
KW TIMES CONFERENCES 


A wholly-owned subsidiary of Times Publishing Berhad 
A member of Singapore Press Holdings Limited 
Main Sponsor: 

Department of Treaties and Law, Ministry of Foreign 
Economic Relations and Trade, People’s Republic of China 
Co-Sponsor: 

International Trade Research Institute, Ministry of Foreign 
Economic Relations and Trade, People’s Republic of China 


CONFERENCE TOPICS 


OVERVIEW OF CHINA'S 
BUSINESS RELATIONS WITH 
SINGAPORE AND CHINA'S 
EXTERNAL ECONOMIC 
LEGISLATION 


INTRODUCTION TO CHINA'S LAW 
ON ABSORPTION OF FOREIGN 
FUNDS AND ECONOMIC 
LEGISLATION 

AN APPRAISAL OF RECENT LAW 
REFORMS AND CHINESE 


BUSINESS LAWS — PAST AND 
PRESENT 


HOW CHINA'S ECONOMIC 
LEGISLATION SERVES THE OPEN- 
DOOR POLICY 


CONCURRENT WORKSHOPS 

(i) Joint Ventures, Cooperative Venture 
and Single Equity Venture-Legal 
Forms of Doing Business in China 

(ii) Legal Aspects of International 
Contracts for the Energy Sector — 
Problems and Opportunities 


FORUM ON "SINO-SINGAPORE 
INVESTMENT PROMOTION AND 
PROTECTION AGREEMENT" 


INTRODUCTION TO CHINA'S 
FOREIGN ECONOMIC AND TRADE 
ARBITRATION 


PROTECTION OF INDUSTRIAL 
COPYRIGHT AND INTELLECTUAL 
PROPERTY RIGHTS 


FOREIGN EXCHANGE 
REGULATIONS AND THE 
REPATRIATION OF INCOME 


CHINA'S ENERGY DEVELOPMENT: 
A CONTRACTUAL UPDATE 


TECHNOLOGY TRANSFER, 
REGULATIONS AND CONTRACT 
PRACTICES 


SOME ASPECTS OF CHINA'S 
FOREIGN EXCHANGE AND 
TAXATION REGULATION 





a 
Britains most famous 
Squares, providing a 
perfect blend of the most 
modern facilities and the 
finest traditions of service, 
there can be only one 
London hotel for 

the truly discerning 
traveller. 


HOTEL BRITANNIA 


INTER: CONTINENTAL 


LONDON 


Grosvenor Square, London WIA ЗАМ 
Telephone: 01-629 9400 





CONFERENCE 
HIGHLIGHT 


Mr Lee Ying Cheun, Singapore's 
Commercial Representative in 
Beijing and Deputy Chief Executive 
Officer of the Singapore Trade 
Development Board will chair an 
important forum on "Sino-Singapore 
Investment Promotion and 
Protection Agreement.” The forum 
panelists will comprise two main 
architects of the Agreement, Mr 
Yuan Zhen Min, chief negotiator 
from the Chinese Government and 
Mr S Tiwari, Senior State Counsel 
from the Attorney-General's 
Chambers, Singapore 


SPECIAL BUSINESS 
PACKAGE TO PEOPLE'S 
REPUBLIC OF CHINA 


Times Conferences has arranged 
@ one-week special business package 
in August/September to China to 
enable conference delegates to 
further explore and develop their 
business and investment interests in 
China 


Enquiries 

Singapore 

Times Conferences Pte Ltd 
Tel: 2848844, 2890507 

Tix: RS 25713 Fax: 2881186 
Jakarta 

Touche Ross Darmawan & Co 
Tel: 320952/324532/334639 
Tix: 46642 DTR IA 

Kuala Lumpur 

STP Distributors (M) Sdn Bhd 
Tel: 2980720/2980366/2980685 








BRITISH ENTREPRENEURS 





Still bashful about 


making money 


After seven years of living with the pro-private enterprise governments 
of Mrs Thatcher, the attitudes of Britons to the financial success of their 
entrepreneurs have changed little. While the self-made men want to be 
-roud of their success at taking risks, they still find themselves 


pologising for it 


That is a generalisation voiced, with vary- 
ing degrees of frankness, by three self- 
made businessmen interviewed for this 
article: Mr Paul Hamlyn, 60, chairman of 
Octopus Publishing; Mr Ralph Halpern, 
48, chairman of Burton, the clothing 
retailer; and Mr John Gunn, 44, execu- 
tive director of British & Commonwealth 
Shipping. The three are examples of the 
most thrusting kind of entrepreneur, con- 
stantly looking ahead to the next deal. 
That is a valuable quality in a country 
where convention suggests that once you 
make a bit of cash you retire to the shires 
and take on the life of the landed gentry. 
For the test of a true entrepreneur is that 
he will keep at it long after he has made 
more than enough to satisfy his needs. 
The three entrepreneurs are all proud 
to be British—though, like many of the 
iuntry's most successful businessmen, 
о of them are not true Brits. Mr 
"Hamlyn was born in Berlin, moved to 
Britain at the age of six and changed his 
name from Hamburger. Mr Halpern, 
anxious to play down corny rags-to-riches 
stories, likes to stress his family’s prosper- 
ous Austrian origins in commerce before 
it emigrated to Britain just before he was 
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born. Mr Gunn was born British, but he 
studied in West Germany and is married 
to a German. 


No cuddly Octopus 
In his elegant office in the eighteenth- 
century Mayfair residence of Admiral 
Collingwood, a sidekick of Horatio Nel- 
son, Mr Hamlyn affects to seem more at 
home with a good book than with a 
bottom line. That is a misleading picture 
of him. In publishing, a business not 
known for big profits, his success owes 
little to an aesthetic view of literary taste. 

Mr Hamlyn claims that he “really want- 
ed to be a small cuddly publisher". In- 
stead, he made his name and his first 
fortune with a publishing company 
(called Hamlyn) which he sold to ІРС in 
1964 for £2.4m. There followed a spell 
within IPC—spent, as now related, hiding 
from the "corporate ogres”. Octopus was 
formally launched as an independent 
company in 1972. Since then, its pre-tax 
profits have grown from £264,000 to 
£20.4m last year. 

The company went public in 1983, and 
is now valued at about £300m. That 
leaves Mr Hamlyn, who still controls 42% 


Step Messrs Hamlyn, Halpern and Gunn 
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of the capital, rich but far from finished. 
Octopus shares command a better stock- 
market rating than most other publishing 
companies. Mr Hamlyn has used this to 
buy competitors. In March, he had the 
satisfaction of buying back his old (but 
now unprofitable) company—Hamlyn 
Publishing—for a song. 

His biggest deal to date was last year's 
purchase of William Heinemann, a Brit- 
ish publishing house. This was a big 
chunk to swallow, valuing Heinemann at 
£100m. The price paid included compen- 
sation to BTR, the seller and one of 
Britain's most successful conglomerates, 
for relinquishing certain voting rights so 
long as Mr Hamlyn retained at least 20% 
of Octopus's share capital. That is à 
compliment. BTR, which now owns 35% 
of Octopus, has effectively handed Mr 
Hamlyn voting control. 

The Heinemann purchase takes Octo- 
pus into new publishing areas, including 
education and quality fiction. Octopus 
made its name during the 1970s by cash- 
ing in on the leisure boom, with brightly 
packaged books on subjects that included 





cookery and gardening. Heinemann may 
now find itself changing gear. To Mr 
Hamlyn's evident delight, it has just 
signed on, for an estimated £1m, Miss 
Jackie Collins, the queen of best-selling 
naughty novels. 

Mr Hamlyn's winning formula is based 
on an appreciation that books, like any 
other product, be it yoghurt or washing 
powder, benefit from attractive packag- 
ing and intelligent marketing. This has 
caused resentment among competitors, 
some of whom still regard book publish- 
ing as beyond the commercial fray. 

Mr Hamlyn has set out to sell more 
books in three ways. First, by making 
them look attractive—helped by cheap 
colour printing at Mandarin Publishers, 
his Hongkong subsidiary. Second, by sell- 
ing them in non-traditional outlets, like 
department stores, newsagents, petrol 
stations and supermarkets. Third, by sell- 
ing them at a reasonable price. Low unit 
costs are achieved by large volume sales 
to retail distribution chains. As early as 
1972, W. H. Smith, Britain's biggest 
bookseller, undertook to stock the entire 
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Entrepreneurs Ancient . . . 
Octopus list. In 1975, Octopus launched a 
range of own-label books for Marks & 
Spencer, Britain's most famous chain of 
high-street stores. 

Mr Hamlyn now seems intent on ex- 
panding in America. With no debt on 
Octopus's books, the company has the 
financial clout to expand fast. 


Space for Halpern 

Mr Hamlyn's marketing skills at Octopus 
are matched by Mr Halpern's at Burton. 
Mr Halpern’s mission is less to rout the 
sacred cows of his industry (which is how 
Mr Hamlyn sees his) than to motivate his 
workforce. Mr Halpern started as an 
employee working on Burton's shopfloor 
and pioneered incentive schemes in the 
company when he ran Burton's fashion 
division, Top Shop. The old guard was 
shocked. Burton was then a stuck-in-the- 
mud company making old-fashioned 
suits. 

Today the workforce is geared to hit- 
ting sales targets. In exceptional cases, 
employees who do well can triple their 
salaries. Many double them. Last year, 
Burton paid out more than £8m in bonus- 
es to 12,000 employees. Directors' pay is 
also heavily geared to performance. At 
the end of 1985, Mr Halpern himself 
owned more than 1.2m share options. 

Mr Halpern likes to delegate. Burton is 
run by an eight-man team under the 
chairman. Target markets are identified 
and divisions set up to cater for them. 
Thus, three new operating divisions were 
established last year specialising in sports- 
wear and male and female lines for the 
25-45 age group. 

Mr Halpern is keenly pro-American. 
He views the British as a narrow-minded 
bunch who would do better if they were 
prepared to learn more from other more 
successful countries. That is what he 
hopes Burton is doing in importing retail 
techniques like galleria shopping, already 
commonplace in America and Japan. 
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Having transformed Burton's image, as 
well as its balance sheet, Mr Halpern has 
taken on the even harder task of trying to 
make money from department stores. 
Last year, Burton paid £560m for Deben- 
hams. Together with last year's acquisi- 
tion of the men's clothing retailer Collier, 
this trebled the group's size. Debenham's 
adds over 4.7m square feet of space in 
more than 70 new locations. 

Mr Halpern's aim is to revamp Deben- 
ham's stuffy image. He reckons it will 
take him three to four years, and says he 
can do it even if the consumer spending 
cycle turns down. “In a low-performing 
business you can buck the trend." To 
succeed, Mr Halpern will have to repeat 
what he did at Burton and redefine De- 
benham's image so that it is clear which 
markets are being attacked. He plans to 
test alternative forms of shopping and to 
develop a broad range of financial ser- 
vices. With Debenhams came its Welbeck 
Finance division, and an existing custom- 
er base of nearly 1m. 


Gunn before the Bang 
Financial services are Mr Gunn's forte. 
He relished the challenge and opportuni- 
ties posed by the fast-changing City, 
where he built up Exco, a financial con- 
glomerate based on money-broking. Last 
year, he found that his colleagues wanted 
to take a breather halfway through the 
race. So he left Exco and went to work for 
the people who had backed him in the 
first place. This was the upper-crust 
Cayzer family, who still control more 
than 50% of British & Commonwealth 
Shipping, a holding company which acts 
as part investment trust and part venture 
capital fund for the Cayzers. It cast off its 
principal remaining link with shipping in 
April by selling its 20% stake in Britain's 
leading container-shipping line, Overseas 
Containers, to P&O. 

The deal marked B&C's first big step 
since the arrival last November of Mr 





...àand Modern 


Gunn from Exco. It was the Cayzers whi 
in 1979, backed Mr Gunn and enabled 
him to lead the management buyout of 
the money-broking company that grew 
into Exco. This relationship developed in 
a series of joint ventures which included 
Telerate, an American electronic com- 
munications company, and Gartmore, a 
fund manager. Much the most profitable 
was Telerate, sold last year to two Ameri- 
can publishing companies for $460m— 
most of it clear profit. 

Mr Gunn is a natural trader, with a 
civilised veneer. Of the three entrepre- 
neurs, he is the most comfortable with his 
wealth and has lived in the same house for 
the past 13 years. His new office in 
Cayzer House combines classical music 
(which he finds soothing) with a dealing 
screen. He soon feels bored if he is not 
wheeling and dealing—which explains his 
differences with his fellow Exco directors 
who preferred to sit on the company 
cash. He does not consider such a poli 
cautious or wise. “I think it is very bold to 
do nothing,” he says, sarcastically. 

At B&c, Mr Gunn is attracted by hav- 
ing another cash pile to play with, of 
comparable size to the hoard he left 
behind at Exco—some £600m including 
readily marketable investments. He 
points to a file on his desk that details his 
target companies—many of them the 
same ones he had eyed when at Exco. So 
far, he has bought into a commodity 
trader and a regional stockbroker, and 
acquired the rest of Gartmore from Exco. 
His strategy is to get B&C into "niche" 
businesses as the City prepares for Octo- 
ber 27th, when the deregulatory “Big 
Bang" will transform it. 

Mr Gunn praises Mrs Thatcher for, as 
he puts it, giving the country back some 
self respect. He does not think he is 
overtaxed, but he does think others lower 
down the scale are. “If you want to get 
envy out of the system, you have to make 
people feel better off." 
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‘SUMMARY OF RESULTS 











year ended 31st December 
(Subject to Audit) 1985 1984 
£ million £ million 
__ Group profit before interest and taxation 77.8 97.3 
Group profit before taxation 58.5 83.2 
Earnings for Ordinary shareholders 36.7 47.2 
Earnings per Ordinary share `28.6р 38.8р 
Dividends per Ordinary share 20.0p 20.0p 








ORDINARY DIVIDEND The Board recommends a final dividend of 15.5p per share, making, with the interim of 4.5p per share, a total for 1985 of 
20р per share (28.26p with the related tax credit); The total dividend for 1984 was 20p per share. 
Note: The comparative figures for the year ended 31st December 1984 are an extract from the full accounts for that year which have been filed with the 


Registrar of Companies and on which the auditors gave an unqualified opinion. 


^ Low prices for some of the Group's 
plantation products and adverse 

exchange rate movements were material 

factors affecting the profits for 1985. 


Plantations 

‘Profit before interest £27.1m (1984 £49.4m) 
Crops from all plantation interests were higher than or 
close to the records of 1984. Because of the dramatic fall 
in the price of palm oil to the lowest level in real terms 


since the Second World War, profits were much reduced. 


Chemicals & Industrial 
Profit before interest { 18.7m (1984 £16.0m) 
All manufacturing companies in the UK and Europe 
were highly profitable with production and demand at 
"acceptable levels for most of the principal products. 
Excellent profits were made in chemical distribution in 
the UK and better performances were achieved in 
Australia and the West Coast of the USA; elsewhere in 
the USA margins were lifted but turnover suffered 
slightly, as was to be expected. The Canadian business 
did not improve as anticipated and much remains to be 
done by the new management team in that country. 
Against a background of reduced mining activity and 
before development costs in the USA, Linatex 
operations accomplished further growth. 


Pauls 

Profit before interest {10m 

The offer for Pauls pic was declared 
unconditional on 2nd April 1985 and the Pauls 
results have been included from that date. 

All divisions of Pauls performed satisfactorily 
and close to their operating budgets. 
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Timber and Building Supplies 
Profit before interest £7.6m (1984 £,11.0m) 

The worst winter for twenty years exacerbated the 
down-turn in building activity at the beginning of 1985, 
producing lower UK operating profits in the first six 
months. Corrective measures taken are reflected in 
much better profits in the second half of the year, à 
trend which has continued into 1986, although tempered 
in the early months by inclement weather. 


General Tradin 

Profit before interest £5.7m (1984 {7.9m) 

This division suffered a setback from the widespread 
recession which affected. many areas, Good results were 
again achieved by the jute marketing business and by 
New Zealand. 


Prospects 
With commodity prices at current levels and world. 
over-production of edible oils, it is difficult to predict the 
likely earnings of the Plantation Division for 1986. 
Agricultural output is most satisfactory and costs are well 
controlled but much leeway has to be recovered in prices 
before returns cari be considered acceptable. The 
chemical manufacturing companies have opened the 
year with very encouraging profits. It is anticipated 
that further useful improvements will also be 
made by the chemical distribution businesses 
in North America. For 1986 we will have the 
benefit of a full year’s profits from Pauls; 
their various subsidiaries have started the 
year well and should make a sizeable 
contribution in all areas, although 
competition, particularly in animal feeds 
and malt, remains intense. f 
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The British science-fiction writer, 
Н. О, Wells, had a touching faith 
n statistics. He predicted that 
tatistical thinking would one day 
beas necessary a qualification for 
efficient citizenship as the ability 
o read and write. 

“That: day seems to have ar- 
ived. Statistics, social and eco- 
iomic, abound in the press. But 
he world i is still full of inefficient 
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citizens. For every statistic which 
4s used, another is abused. Few 
people are equipped to defend 
themselves against the profes- 
:sionals—economists as well as 
politicians —who manipulate fig- 
“ures to suit their own purposes. 
. This brief provides a guided tour 
through the statistical jungle. 
What should the voter make of 
these two contradictory assess- 
ments of the economic record of 
Mrs Thatcher's government? 

A fictitious Conservative 
"spokesman boasts: 

«In the four years to 1985, the Brit- 
< ish economy has grown by an aver- 
age of 3% a year, compared with 
‘average growth-of less than 2% 
:* during the Labour years of 1974-79. 
Exports are running at record lev- 
els. In 1985, Britain's. exports of 
manufactured goods rose 1596, in- 
“creasing their share of world mar- 
. kets. This government has reduced 
the rate of inflation by 40% since 
1979. 

"The Labour spokesman counters: 
Since the Conservative government 
: came to power in 1979, growth has 
averaged a mere 1% a year—only 
half the average rate achieved by 
Labour. Yet, despite their defla- 





tion. has: fallen by а mere four 
percentage р‹ ойи. British anufac- 
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STATISTICS BRIEF — 


Playing with numbers 


tionary policies, the rate: of infla- 


















world markets: last year, as world 
trade boomed, Britain's exports 
grew by less than 1% in volume. 


-Who is lying? Neither; every fig- 


ure is correct. The trick is to 
choosz from the many possible 
measures the one which is most 
favourable to your argument. 


Base drift 


Percentages offer a fertile field 
for confusion. A percentage is 
always a percentage of some- 
thing; that something is called the 
base. The first question to ask is 
what is the base of a calculation? 
It can make a big difference. If it 
costs a company $5 to make a 
widget that sells for $25, its $20 
profit margin is either a whop- 
ping 400% or a more modest 
80%, according to whether it is 
expressed as a percentage of costs 
or sales. 

Equal percentage increases im- 
ply bigger absolute increases as 
the base itself changes. If prices 
rise by 10% a year for ten years 
the total increase is not simply 
100% (10 x 10), but 159% be- 
cause each successive 10% rise 
applies to a higher base. 

A moving base also means that 
percentage increases and de- 
creases are not symmetrical. If 
prices decline by 10% a year, 
then after ten years the total fall 
will be only 45% because the 
base shrinks every year. Similar- 
ly, if wages fell 50% one year, but 
then rose 50% next, workers 
would find their pay packets were 
2576 smaller than when they 
started: the 50% fall applies to a 
bigger base than the 50% rise 
(see chart 1). They need a 10096 
pay rise to restore the 50% cut. 

The distinction between per- 
centages and percentage points is 
a murky area. In Britain, the 
inflation rate fell from 10% in 
early 1979 to 6% in 1985. This 
allows the Conservative spokes- 
man to claim his government has 
cut the inflation rate by 40%. 


This does not mean the inflation 


rate-has fallen from 46% to 6%, 
but, as the Labour spokesman 
says, it has fallen by only four 


percentage points. 


Another trap to watch out for 
is comparisons. of percentage 


changes in two different num-- 
Бегѕ. Suppose America's exports 
"increased by 15%; while ii 
* rose oniy Wiest this migh suggest 








уге. Consider this. question: i 






зу 1395, or e fall: by fis 


a narrowing of. the ‘fie deficit. 


In fact, the opposite has hap- 
pened. America’s imports are al- 


most twice as large as its exports, 
so though exports rise faster than: 
imports in percentage terms, in 


absolute terms imports increase 
by more: Suppose exports were 


-$200 and imports were $400, then 


a 15% increase in exports is 
equivalent to $30, but a 10% rise 
in imports is worth $40; ie, the 
trade deficit increases by $10. 
Some of the biggest statistical 
blunders аге таде when calculat- 
ing the percentage appreciation 
or depreciation of a currency. 
Suppose the exchange rate of the 
peso to the dollar moves from 
$1«P2 a year ago to a rate of 
$1=P5 today. Then, it is correct 
to say that the dollar has risen 


150%—(5 — 2) + 2 x 100— 


against the peso, but it is non- 
sense to say that the peso has 
fallen 15096 against the dollar. 
This would mean that somebody 
who held pesos would have to 
pay the bank dollars to persuade 
it to take the peso off his hands. 

The trick in calculating the size 
of the peso's depreciation against 
the dollar (as opposed to the 
dollar's rise against the peso) is 
first to express the exchange rate 
as the number of dollars per 
peso. In this example, the peso 
has fallen from P1=$0.5 to 
P1=$0.2, a 60% depreciation— 
(0.2 ~ 0.5) + 0.5 x 100, But be 
warned, though exchange rates 
are usually expressed as the num- 
ber of D-marks or francs per 
dollar, a few currencies, notably 
sterling, are quoted upside 
down—ie, the number of dollars 
per pound. 


The time trap 


The choice of period over which a 
change i$ calculated provides 
plenty of scope for statistical de- 
ception. Mrs Thatcher's ministers 
like to base their economic re- 
cord from 1981, as if a Labour 
government had presided over 
the recession of 1980-81. The 
Conservative spokesman claimed 
(correctly) that the economy had 
grown by 3% a year in the four 
years to 1985; but over the full 
seven years since 1979, growth 
has averaged barely 1% a year. 


Most economic indicators are - 


published monthly or quarterly. 

The топ" change. „сап be 
turned into an annual rate in two 
ways. The most common method 


is to compare figures with. their. 


level in the same period of the 
previous year. But this still leaves 
considerable room. for manoeu- 


1981, did Britain's GDP (a) gr 










Oddly ‘novell; either answei 


would be correct. The average 
level of output in 1981 was 14% 
lower than-in 1980, but during 


-1981—ie, from end-1980 to ires 


1981—output grew by 12% be 
cause the economic trough wa: 
reached at the start of the vear. 
The alternative way of calcu. 
lating an annual rate of change i: 
to “annualise” it—this is what the 
total increase would be if the 
monthly rate continued for a ful 
year. This does not mean jus! 
multiplying by 12. Each month": 
increase is compounded; eg, г 
monthly rise of 2% is equivalen 
to an annual rate of 27%. Wher 
hyperinflation takes off this car 
make a big difference: prices rose 


Pickanumber . 
Tum price 


Annualised % change 


[gg change on previous year 


тиш шаа кал а 0 
1974 1975 


Source: Central Statistical 





by around 50% a month in Boliv- 
ia last. year--an annual rate of 
13,000% , not 600%. 

American economists love to 


annualise. monthly or quarterly 


figures,- often. with bizarre- re- 
sults. American consumer pr 
fell by 0.3% in February. Ат 
lising this gives an inflation rate 
of —3.5%. But in the 12 months 
to February, prices rose by 3.2%. 
Generally, the "inflation rate" 
refers to the 12-month rise. in 
prices, but it is wise to check. 
One of the most notorious exam- 
ples of statistical sleight-of-hand 
was Mr Denis Healey's "8.495" 
inflation rate in the British elec- 
tion campaign of October 1974. 


"This figure was obtained by an- 


nualising the rise in prices over a 
three-month period; the more 
conventional 12-month rate was 
twice as high (see chart 2). When, 
only а few months later, the an- 


-nualised three-month rate leapt 


to 48%, Mr Healey soon lost 


interest in his favoured measure. 


Another trap is whether indi- 


-cators such as output or exports 


are expressed in nominal terms 
(ie, measured in the prices pre- 
ailing when the goods were pro- 
сед). ог теа Terms (constant 


ease by 50% and export prices 
rise by 30%, then the volume of 
xports is only 15% higher. 
- Statistical novices may ask why 
15% and not 20% (ie, the differ- 
cence between 50% and 30%)? 
-The rule for converting a nominal 
change into a real one is to reval- 
ue the new level of exports to the 
‹ ice level. This means divid- 
ng by the change in prices and 
not just subtracting inflation. 
ach widget now costs 1.3 times 
| more, so though export receipts 


are 1.5 times higher this will buy 


nly 1.5 + 1.3 times as many 
widgets as before. 
_ Our Conservative spokesman 
claimed that exports rose by 15% 
п 1985. So they did in nominal 
terms, but in real (volume) terms 
he rise was only 6%. The Labour 
arty's man trimmed this figure 
urther by taking the in- 
rease "during" 1985—ie, from 
ће fourth quarter of 1984—rath- 
er than the average for the year. 
‘The choice between nominal 
запа real values affects not only 
"the absolute size of a measure, 
„Бог also its relative size—because 
prices change at different rates. 
"This partly explains the disagree- 
ent over whether Britain's 
share of world export markets 


‘aking figures for the value of 
Britain's exports of manu- 

factures took roughly the same 
share of world markets in 1985 as 

- jn 1976. However, in volume 
terms, Britain's exports have 
' grown at less than half the pace of 
s$ competitors'—ie, its real mar- 


"ket share has shrunk. The value 


> figures are healthier simply be- 


cause the price of British goods 


as risen faster than elsewhere— 


ages. But there is more than one 


way of calculating one. The most. 


"common type of average is the 


mean: add up all the values an 

divide by the number of units 
The snag with the mean is that it 
can be distorted if there is a 
skewed distribution with а few 
big values. Suppose there is. a 
company where two employees 
earn $100,000, ten earn $40,000, 
101 get $3,000 and 112 take home 
$2,000. Then the mean wage 
would be $5,009, but the statisti- 
cian would search in vain to find 
an “average worker". _ 

The median may be more use- 
ful. This is the value which di- 
vides the group into two—-so half 
earn more, half less. In the above 
example the median is $3,000. 
The third type of average is the 
mode-—the. value which occurs 
most often, in this case $2,000. 

Another statistical tool is the 
index number. When the level of 
production is expressed as an 
index, it shows the change from à 
specific base year (which is usual- 
ly valued at 100). So, if the index 
reaches a value of 150, it is easy 
to see that the indicator has risen 
by 5096 from its base. 

An index is often used as a 
special kind of average to aggre- 
gate changes in different prices, 
eg, the consumer price index and 
the share price index. Yet again 
there is more than one way to 
calculate - it. 
mean, described above, is the 
most common method. But the 
FT Ordinary share index uses the 
geometric. mean: individual 
prices are multiplied together 
and then the appropriate root is 
taken (ie, if there are two items, 
the square root; if three, the cube 
root) Suppose there are two 
shares which both start at a value 
of 100 and one doubles in price 
and the other halves. Then the 
geometric mean will remain at 
100 (ie, the square root of 200 x 
50); but the arithmetic mean is 
125—ie (200 + 50) + 2. 

Like any craftsman, a statisti- 


Four ways of watching wages 


[з] The wage gap widens... 
i ^ 1200 


ws ing director 
M . (£60increase pa) 


Office cleaner 
(12% increase p.aJ 


Т the gap narrows... : 


Office cleaner 


The arithmetic. 


аап must learn not only about 


e tools of his trade, but also 
bout the quality of his material. 
For example, “output” can mean 
at least six different things. There 
are three different ways of mea- 
suring gross domestic product: by 
adding up all the expenditures in 
the economy, all the incomes, or 
all the output. In. theory they 
should be identical; іп practice 
they never are. The fall in GDP in 
Britain during the 1980-81 reces- 
sion ranges from 5.7% on the 
income measure to only 2.5% on 
the. expenditure basis. Other 
measures of "output" include: 
gross national product (GDP plus 
net income earned. abroad); in- 
dustrial production (which ex- 
cludes services); and manufactur- 
ing output which, for Britain, 
produces the gloomiest picture of 
all because it excludes oil. 


Balancing the books 


Economic commentators often 
talk carelessly about a country's 
external deficit. Do they mean a 
trade deficit, a current-account 
deficit (including services. and 
transfers) or a deficit on the basic 
balance (the sum of the current 
account and long-term capital 
flows)? The cardinal sin ís to talk 
about a balance-of-payments def- 
icit. By definition the balance of 
payments must balance; the 
question is at what level of trans- 
actions the balance is struck. 

Worldwide, all surpluses are 
matched by deficits: Japan's cur- 
rent-account surplus is the coun- 
terpart of America's deficit. In 
theory the world balance of pay- 
ments should sum to zero, but 
statisticians never get that answer 
because of the time lag between 
the recording of exports and im- 
ports and the under-recording of 
invisibles. The world has appar- 
ently been running a deficit of 
$100 billion in recent years. 


[5] the boss lags behind... 


19752100 300 


Balance-of-payments | figu 
tend to be plagued by тоге г 
sions than other statistics. 
country's exports аге first repx 
ed as $100 billion and its im 
are $99 billion, this gives а sur 
plus of $1 billion. But if export: 
are later revised down by just 
and imports are revised up 
1%, then the surplus become 
deficit of $1 billion. Trade 
invisibles is prone to even greate 
revision. British statisticians’ fir: 
stab at 1983's surplus on im 
bles was £2.5 billion; now i 
reckon it to have been £4 billi 

Introduce a statistician t: 
cartographer and there is no li 
to their visual wizardry. Ne 
mind if the data does not fit 
argument, a chart will soon p: 
the point—eg, scales that do 
start from zero will exagge 
modest movements, while 
rithmic scales can flatten ou 
increase. A logarithmic scal 
legitimate if comparing tate: 
growth, but if it is the absol 
level that matters. stick 
ordinary scale. 

Suppose the national un: 
office cleaners was after a big p: 
rise, then chart 3 (on an ordin 
scale) would make impr 
reading: over the past ten yi 
the salary of managing direc 
appears to have risen much 
than that of office cleaners, 
the wage gap has widened.. 
managing. director might. 
chart 4 (on a logarithmic scale 
his defence. This suggests (cc 
rectly). that the wages í 
cleaners һауе been risi t 
faster. pace than his own, anc 
(misleadingly) that the absolute 
wage gap has narrowed. qe 

Éven so, the absolute gap still 
looks embarrassingly large. 
problem; rebase the figures on to 
an index (chart 5) or expres 
them as a percentage change 
year ago (chart 6)—ie, pick t 
chart that suits you best. 


E] or even takes a cut? 
Offite cleaner 
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Burton Capital B.V. 
U.S.$80,000,000 — | 
9% per cent. Guaranteed Notes 1991 | 


unconditionally and irrevocably guaranteed as to payment оѓ 
principal and interest by, and with Warrantsto | 
subscribe for ordinary shares in, 


The Burton Group plc 


The Issue Price of the Notes with Warrants 
was 128 per cent. of the principal amount of the Notes 
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Britain's property developers 


build themselves a market 


Britain's commercial-property market is 
on the verge of a change as radical as the 
deregulatory Big Bang in the equity mar- 
` t. New financing techniques are about 

bring this inefficient and illiquid mar- 
ket much closer to the securities markets. 
Two rival groups are proposing a “‘uni- 
tised" property exchange, where inves- 
tors can trade shares representing frac- 
tional ownership of a building. And 
American investment banks are poised to 
introduce bonds backed by mortgages on 
commercial properties. 

The pressure for change comes from 
both developers and investors. Develop- 
ers say it is becoming harder to find 
institutions that want to buy completed 
London office blocks. That is not surpris- 
ing now that such blocks have risen in 
price to, typically, £50m-100m ($75m- 
150m). Few pension funds or insurance 
companies are willing to invest more than 
£10m in a single building. So developers 
fear that, when they finish a project, they 
will find it hard to get their money out. 

The appetite of institutional investors 
pr property has anyway diminished. The 





Buying spree 


City institutions are buying residential 
estate agents even faster than their 25- 
year-old dealers are buying houses in 
South Kensington. The General Acci- 
dent insurance group is the latest off the 
mark. It bought two chains this week: 
Martlet and Fox & Sons, which together 
have 80 offices in the south of England. 
Last month, Bairstow Eves, a large 
chain of estate agents, bought Mann & 
Co, another chain. Bairstow Eves is 70% 
owned by Hambros, a blue-chip mer- 
chant bank which now controls 327 es- 
tate agents. Prudential has also moved 
into the market in a big way this year, 
creating its own string of agents. Scot- 
land’s Trustee Savings Bank has pur- 
chased Slater Hogg & Howison, Scot- 
land's biggest group of estate agents. 
Lloyds Bank has been building up its 
Black Horse chain since 1982. Last year 
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poor performance of property against 
equities and gilts (see chart) has encour- 
aged them to cut the share of their total 
assets in property from 20% about 15 
years ago to less than 10% now. In the 
intervening years, the institutions have 
learnt that it may take many months to 
sell a large block of property. That is one 
reason that big buildings tend to trade at a 
discount to their notional value. 
Advocates of unitisation say a liquid 
property exchange would encourage insti- 
tutions to invest more in property. Active 
management of property portfolios would 
be possible. Smaller institutions that 
would not normally buy buildings could 
buy fractions of them, And developers 
would be able to unload some or all of a 
building's equity on to the new exchange. 
A group chaired by Mr John Barkshire, 
chairman of Mercantile House and 
founder of the London International Fi- 
nancial Futures Exchange, has proposed 
an exchange to trade shares in unit trusts 
based on single properties. The rival 
proposal, from the National Westminster 
bank group and Richard Ellis, a firm of 


the chain’s 200-plus branches contribut- 
ed £2.5m to the bank’s profit. 

General Accident wants to sell its life 
and general insurance products through 
its new chain, but the big attraction for 
financial services groups is selling mort- 
gages through the estate agent. Britain’s 
mortgage market is sizzling. Big new 
entrants such as the Mortgage Corpora- 
tion, owned by Salomon Brothers which 
plans to lend £500m in mortgages this 
year and sell the loans as securities, are 
competing with building societies for a 
market estimated at £30 billion this year. 

All this activity has left building societ- 
ies, which until recently had the mort- 
gage market to themselves, straining at 
the bit. They are not allowed to own 
estate agents. That is to change, though. 
Legislation likely to become law early 
next year will let the societies sell houses 
as well as insurance and unsecured loans. 
Whether there will be estate agents left 
for them to buy is another matter. 
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estate agents, is for an exchange based on 
property income certificates (PINCS). The 
investor would receive (a) a share in the 
company that manages the property, and 
(b) an income certificate that would give 
him a share of the rent. This original 
structure could operate within existing 
law, while the Barkshire plan depends on 
the law being changed to allow single- 
property unit trusts. 

Both schemes envisage that market 
members—who would be estate agencies, 
stockbroking firms and merchant banks— 
would be linked by electronic trading. 
The PINCS proposal is aimed exclusively at 
institutional investors, with minimum 
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| private punters. 

_ Enthusiasts burble that a property ex- 
_ change could become as big as the Lon- 
don Stock Exchange, whose market capi- 
talisation, far into a bull run, is £270 
billion. Institutions hold £35 billion of 
British property; and the enthusiasts 
hink. there is.at least a further £100 
jillion-worth that could be readily 





-Other people question the feasibility of 
ny unitisation at all. Are there énough 
nvestors to support such a market? Or 
ough institutions ready to take on an 
amiliar. role of market maker? Are 
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Singapore i is working hard to repair the 
damage to its reputation as a regional 
|. financial centre caused by the collapse of 
^ Pan-Electric Industries. Last December, 
the local stockmarket (along with its 
sister exchange in Kuala Lumpur in 
neighbouring Malaysia) shut for three 
trading days when it became apparent 
that the company, which had earlier 
failed to make a repayment on a syndi- 
"cated loan, had entered into some 
$$280m ($126m) of forward contracts in 
its shares that it could not honour. 

X By the end of 1985, brokers were 
.;., carrying S$617m-worth of forward share 
contracts. (including those associated 
*, with Pan-Electric) and were in debt to 
` their bankers (foreign and local) for S$1 
. billion. Тһе big four Singapore banks— 
' Development Bank of Singapore, Over- 
seas Union Bank, United Overseas 
Bank, and Oversea-Chinese Banking 
Corporation—extended lifeboat loans. 
Several brokers have applied, but only 
two—City Securities and J. Ballas—have 
received them so far. The four banks got 
long-wanted seats on the exchange in 
"return for the rescue. At the behest of 
“the Monetary Authority of Singapore, 32 
banks extended to brokers a moratorium 
until the end of March on S$400m of 
Outstanding credits. Since then several 
forward contracts have become due. = 

Although the value of outstanding 
forward contracts and bank debts is now 
less than half its: end-December level, 
share prices continued to slump until 
early May. There were several reasons 
for this. The city-state's real GDP fell in 
1985. Leading firms have been reporting 

: lower profits (some have posted losses). 
A combination of a depressed stockmar- 
ket and the new competition from the 
banks pushed Pan-Electrocuted local 

94 brokerage houses into deeper ifficulty. 

Cg The six brokers which hold the major- 





units of £20,000, ‘while the Barkshire 
zroup hopes its £1,000 units will attract - 


ties valued by a potentially volatile mar- 
ket instead of by conventional surveyors’ 
methods? 

Some of Britain’s largest property de- 
velopers, such as Greycoat Greup and 
London and Edinburgh Trust, say they 
are more inclined to the alternative new 
financing technique known as securitisa- 
tion. Bonds backed by commercial mort- 
gages are already common in America. 
The advantage of financing a building 
through the debt markets is that the 
developer retains ownership and so prof- 
its from any capital appreciation, Bonds 
are simple to arrange and investors are 
used to them. 


ipore became the odd bear among bulis in the world's stockmarkets 
after the collapse of Pan-Electric Industries, a marine-salvage and property 
company, late last year. Is the worst over? 


ity of outstanding forward contracts are 
in a sorry state. E. G. Tan and Lin 
Securities are in provisional liquidation. 
Lyall & Evatt is in receivership. City 
Securities has until June 2nd to pay its 
debts; it has S$58m of forward contracts 
and S$78m of debt, and is believed to be 
paying nearly 5$500,000 a month in 
interest. Independent accountants are 
managing K. H. Lim. Associated Asian 
Securities is under the management of 
the stock exchange. 

James Capel, a London stockbroking 
firm that is part of the Hongkong and 
Shanghai Bank group, was the first for- 
eign financial firm to be hit; it was 
involved in forward contracts. Hill Sam- 
uel, a British merchant bank, was then 
caught with some loans that turned sour. 
Standard Chartered bank also suffered 
losses. 

Court cases in connection with Pan- 
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developers willing to have their proper- — 





“Would-be se in London face 
snags. Returns on London offices are 
generally 5-7%, against 9-10% in New 
York. So London rents are usually not 
high enough to service the coupons on a 
bond. So far there has been only one issue 
based on a London property: a £40m 
domestic debenture with an 11% coupon, 
Secured on the Finsbury Avenue block. 
Unusually, the rent from this building was 
high enough to support the coupon. For 
most central London offices this would 
‘not be possible. Salomon Brothers. is 
working on innovative ways to overcome 
this difficulty. One is the participating 
mortgage bond, which carries a relatively 
low crepes but. gives an equity interest at 


Singapore after its Pan-Electric shock — 


Electric have still to be concluded. Mr 
Peter. №. Е, Tham, a former director of 
the company and shareholder of Associ- | 
ated Asian Securities, faces charges of 
forgery and breaches of trust. Mr Tan 
Koon. Swan, a Malaysian businessmen 
and president of the Malaysian Chinese 
Association (MCA), a. political party, 
faces charges of market manipulation 3 
and conspiracy... 

Mr Tan is linked to several. firms which 
are big shareholders (direct and indirect) 
in Pan-Electric. Most have been sus- 
pended from trading, put into provision- 
al liquidation or virtually ceased to ex- 
ist—like Growth Industrial Holdings; 
most of whose assets were equity in Pan- 
Electric. Pan-Electric itself has gone into 
liquidation and its assets are being sold. ; 

Mr Tan's position in. the MCA could 
further strain the relationship between , . 
the Malaysian and Singapore exchanges. 
There are fears that shares of many | 
Malaysian firms quoted in Singapore _ 
may be delisted from that exchange and 
vice versa. More than half the Singapore 
stockmarket's turnover is accounted for 
by shares of Malaysian companies, so a 
split between the exchanges would be 
bad news for local brokers. They derive > 
a lot of business from arbitrage between 
the two exchanges. 

Why, then, the recovery in the Singa- 
pore market this month? Three main 
reasons. The Singapore. economy has 
probably done slightly better in the first 
three months of 1986 than originally 
feared; electronic groups are reporting a 
boost in exports; and on May ‘Ist the 
government allowed individuals to spend 
on shares in Singaporean-incorporated 
companies up to 20% of their savings 
with the Centra] Provident Fund, a com- 
pulsory national-savings. scheme. Previ- 


-ously, fund money could be used only to 


get mortgages. pay hospital bills and 
meet some other emergencies. This 
could pump 8$2.5 billion into the stock- 
market; so far less than 596 of the money 
available. has been used to buy Shares. 





maturity. Another is a form of deep- 
discount bond. 

Both unitisers and securitisers are hop- 
ing to cut their teeth on the proposed £2 
billion redevelopment of Canary Wharf 
in London’s Dockland. The two groups 
are not necessarily incompatible. A de- 
veloper who finances a project in the debt 
markets might want to float off an equity 
stake when the bond issue matures. 


Chile’s debt 
Sharing out debt 


SANTIAGO 





Chile is aiming to reduce its foreign debt 
from the present $20 billion to less than 

8 billion over the next four or five 

ars. Its capacity to pay has not im- 
proved much; last year it failed to cover 
even its interest. But the government’s 
economics team thinks it has found a 
face-saving way for foreign creditors to 
accept some losses, and for Chileans to 
bring their dollars home from Miami. The 
plan is to convert debt to equity. 

Under the scheme, foreign creditors 
can get permission from the central bank 
to exchange their Chilean paper, at a 
discount that is currently around 1095, for 
a peso-denominated bond. They can then 
use their bonds to buy into Chile's compa- 
nies, banks, pension funds and insurance 
companies, most of which are going 
cheap. Creditors, in effect, swap $100- 
worth of debt for $90-worth of Chilean 
equity. A parallel scheme tries to tempt 
Chileans with dollars abroad to invest 
them back home. 

Bankers Trust has used this method to 

avert $44m worth of paper into a con- 
. ling share of the biggest pension fund, 
Provide, and its related insurance compa- 
ny, Consorcio Acionnal do Seguros. 
Bankers Trust's total authorised transac- 
tion was for $60m, and it is asking permis- 
sion to invest some of the rest in the 
biggest national fuel distributor, Copec. 
Since these transactions were introduced 
last June, £160m worth of business has 
been authorised. 

Might the idea work elsewhere, too? 
Brazil tried something similar, but used 
central-bank funds rather than the debt- 
ors’ to redeem the dollar-denominated 
debt in local currency, and had to print 
money to do it, with disastrous results. 
Venezuela has had problems with its own 
variation on the same theme. But Mexico 
is working on a new scheme along the 
same lines, and a Chilean debt broker, 
Mr Hipolito Lagos, who works for Transa- 
merica an American insurance group, is 
aiming to set up shop in Argentina, Bolivia 
and Peru. Another firm is working out a 
debt-to-equity plan for Equador. 
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On May 27th, the underwriting floor of 
Mr Richard Rogers's new headquarters 
for Lloyd’s of London, the insurance 
market, opened for business. The dis- 
tinctive high-techy building has ser- 
vices on the outside, much in the pipe- 
encrusted style of the Pompidou Centre 
in Paris, which Mr Rogers also had a 
hand in designing. One reason is to 
retain a single underwriting room which 
has been a feature of all Lloyd's four 
homes since the market began in a 
seventeenth-century coffee house. The 
opening day was marred only by one of 
the glass-sided lifts getting stuck for 40 
minutes, leaving its occupants plenty of 
time to contemplate much of the tawdri- 
ness around them both inside and out- 
side troubled Lloyd's. 





The idea can work only if creditors 
detect underlying economic strength. In 
these circumstances, they stand to gain by 
swapping doubtful debt on advantageous 
terms for shares whose value depends at 
least partly on physical assets. Chile's 
economy is improving. Cheaper oil and 
lower interest rates could mean foreign- 
currency savings of perhaps $200m this 
year. The falling dollar has made peso 
investments more attractive. 

Many Chileans worry that the scheme 
might be too successful, and that some of 
their industries might pass completely 
into foreign control. Critics of the plan 
have focused on the pension funds, a 
likely target for foreigners. They say that 
Chile needs to manage these itself—and 
to act on national, not foreign, priorities. 
The opposition also reckons that capitalis- 
ingthe debt means accepting the obligation 
to pay it in full. The central bank and the 
broker disagree. The gringos, they say, will 
have to accept some loss by selling their 
paper at a discount; Chile meanwhile 
reduces the size of its debt, and the interest 
it has to pay on it. Not a bad deal. 
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FINANCE 
BHP 


Saved by the New 
Zealand defence? 


MELBOURNE 





It was supposed to be mate in one. Earlier 
this month, Mr Holmes à Court, the. 
chess-playing tycoon, at last got fed up 
with three years of draws in his effort to 
take control of Broken Hill Proprietary 
(BHP), Australia's biggest company. He 
raised his partial bid for BHP shares from 
A$7.70 ($5.50) a share to A$9.20, enough 
he thought to finish the game. Yet he has 
got just another stalemate. 

Bell Resources, the company Mr 
Holmes à Court has been using to make 
the bid, has won acceptances from the 
owners of only 12% of BHP's shares. That 
takes Bell's holding to 29%. Together 
with friends who have small stakes in BHP, 
Mr Holmes à Court can lay claim to about 
35% of the company. Enough to make a 
lot of noise at shareholder meetings, 
enough to insist on being made a director, 
but not enough to take control. 

Bell Resources was frustrated, in part 
at least, by the late entry of Equiticorp 
Tasman, a New Zealand based company, 
which bought some 4.5% of BHP's shares 
between May 21st and May 26th and took 
options on several more percent. This 
buying pushed up BHP's share price and 
grabbed some equity from shareholders 
who would otherwise have sold to Bell. 
Equiticorp bought shares in BHP ostensi- 
bly in order to get its hands on BHP's stake 
in ACI, a glass maker it covets. Australia’s 
trustbusters are not convinced: the securi- 
ties commission says that Equiticorp’s 
action was designed to thwart Mr Holmes 
a Court, and that Equiticorp is in collu- 
sion with Mr John Elliott's Elders IXL, 
which owns 19% of BHP. 

The next move is anybody’s guess. Mr 
Holmes а Court could open another of- 
fensive. Or he could sell his 49% stake in 
Bell Resources and walk away with a 
profit of some A$500m. Should he decide 
to do so, Mr John Elliott might not be 
averse to taking over the black pieces to 
start closing in on BHP's king. 


Insider trading 


Crocodile tears 


HONGKONG 


In worldly Hongkong, charges of insider 
trading attract a cynical “зо what", Such 
was the market men’s response when the 
territory’s foremost property tycoon, Mr 
Li Ka-shing, was recently named along 
with a few lackeys by a judicial tribunal as 
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"culpable" of insider trading. 

That way of thinking was not shared by 
Mr Li on this occasion. Incensed by the 
tribunal’s cheek, he and his associates 
advertised in the local press that they 
were seeking legal advice. Mr Li has now 
won permission from the courts to apply 
for a judicial review, which he hopes will 
overturn the tribunal's findings. 

The reaction could be self-defeating. 
As Mr Li is about the only person in 
Hongkong's financial community taking 
the tribunal's decision seriously, his exer- 
tions carry the risk of conferring on the 
tribunal the very authority it fails to 


- command from others. 


When insider-dealing regulations were 
introduced in 1977, Hongkong's then fi- 
nancial secretary, Sir Philip Haddon- 


- Cave, said that companies in a position to 


do so should impose sanctions on those 
found guilty of insider dealing. By way of 
example, he cited companies of which 
persons criticised are directors or employ- 
ees. That same recommendation is in- 
cluded in the tribunal's recent report. 


Japan 's golfers p 


The Japanese are golf mad. To play at 
one of the 1,400 golf courses is a must for 
managers. Yet joining fees average 
Үб.5т ($38,000), plus an annual sub of 
Y20,000-30,000. Non-member hackers 
pay daily green fees of Y20,000, making 
golf weekends at Fanling in Hongkong 
look worthwhile. For richer punters the 
market has a solution. Most Japanese 
golf memberships are a tradeable—and 
profitable—investment. 

Budding golf traders contact one of 
200 specialist brokers supervised by the 
Ministry of International Trade and In- 
dustry. Brokers take 2% of the price 
from both seller and buyer; golf clubs 
take a fee of 10% of the price from 
buyers. Also the golfer's capital gain 
from selling a membership is taxed as 


This is simply not going to happen to 
Mr Li, a deputy chairman of Hongkong 
and Shanghai Banking Corporation and 
far too big a fish in a smallish pond. (His 
group of companies account for over 15% 
of the capitalisation of the Hang Seng 
index.) Asked at its annual general meet- 
ing whether the Hongkong Bank would 
act on Mr Haddon-Cave's advice, the 
bank's chairman, Mr Michael Sandberg, 
dodged the question by saying that as Mr 
Li was known to be talking to his lawyers, 
the matter was “almost sub judice". 

Hongkong's financial secretary desig- 
nate, Mr Piers Jacobs, admits that the 
moral censure of insider trading he had 
expected the tribunal's findings to pro- 
voke in the colony's financial community 
"does not seem to have worked". (That 
says more about Hongkong civil servants 
than local financiers.) Mr Jacobs's outgo- 
ing predecessor, Sir John Bremridge, put 
it best when he said that in terms of 
financial ethics “Hongkong is still more 
like a swamp of crocodiles than the inside 
of a Swedish dairy". 
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ordinary income, until the membershi 
has been held for five years, after which 
only half the profit is taxed. 

The average membership price has 
doubled since early 1982 and prices of 
membership in Tokyo have doubled 
since early 1985. This is more than 
enough to cover costs; it looks a better 
and less risky deal than the stockmarket. 
About 5% of the 1.8m tradeable mem- 
berships are sold each year, making 
annual turnover of Y580 billion and 
brokers’ commissions of around Y23 
billion. The cachet alone is enough to 
make the average owner keep his mem- 
bership for ten years, but it has become a 
good asset to hold. No wonder the 
finance minister, Mr Noboru Takeshita, 
owns 12. 
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British Gas 
Swallow this 


The British government's sale of shares in 
British Gas, the latest and largest of its 
privatisations, is six months off. Yet the 
sales campaign is already under way. The 
government wants to attract even more 
than the 24т people who bought British 
Telecom shares from it in 1984. 

Two attempts to make sure it does: 
first, advertisements are being run nightly 
on television. They make no mention of 
impending privatisation, but are intended 
to make the public more aware of British 
Gas and what it does—a necessary pre- 
liminary (as a similar BT campaign 
showed two years ago) to the speci! 
share-sale publicity that will follow. 

Second, institutional investors are be- 
ing wooed. British Gas managers would 
do well to stock up on milk of magnesia. 
Mr Douglas Perryman, BT's finance direc- 
tor, reckons he sat through some 500 City 
lunches and meetings in the run-up to his 
company's sale. 

On May 28th, Wood Mackenzie, an 
Edinburgh stockbroking firm which is 
one of three brokerage houses appointed 
by the government to advise on the sale, 
gave them all something to chew on—a 
research report on British Gas. The other 
two, James Capel and Hoare Govett, will 
publish similar reports in June and July. 

Wood Mackenzie gives little away—at 
least directly. It hazards no guess at what 
British Gas PLC might be worth, and the 
only profit projection is for the year to the 
end of last March. Operating profit on a 
historic cost basis should be up from 
£930m ($1.4 billion) to £1 billion, 
reckons, but because of a higher 1 
charge net income will drop from £803m 
to £740m. An unusually cold winter— 
sales of gas were probably 10% higher 
than a year earlier—made the past finan- 
cial year unusually profitable. 

The analysts have two reasons for being 
coy. One is that the government has still 
to announce several decisions that will 
affect British Gas's- financial perfor- 
mance. Principal among them are the 
capital structure (expect the injection of 
some £2 billion-3 billion of new debt into 
the corporation's virtually debt-free bal- 
ance sheet, the brokers hint); the future 
of the government's £S00m-a-year gas 
levy (expect it to continue); and the 
restrictions to be placed on the corpora- 
tion's future freedom to raise non-indus- 
trial gas tariffs (expect a ceiling of infla- 
tion minus 2-3%). 

The second ground for caution is that 
falling oil prices will affect British Gas in 
ways that are difficult to quantify. The 
prices the corporation pays for its gas 
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€ Share price up 38.85% 
e Dividend up 11.11% 


e Netassets up 30.94% to 
£824 million 


e Profits up to $19.7 million 
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- supplies are in part tied to oil prices, so its 
costs are set to fall as a result of this year’s 
lower oil prices. But so will the price it 
can charge customers in those of its 
markets where there is competition— 
. mostly the industrial market. Profit may 
. fall in the current year because the second 
_ effect occurs quicker than the first. 
... Most fund managers will deduce from 
the report how British Gas is going to be 
 marketed—as a dullish yield stock. A 
likely yield is 6-7.5%, against BT's 5%. 
_ Assume a twice-covered dividend and a 
_ back-of-the-gas-bill calculation suggests а 
. value for the issue of £7 billion-8 billion. 
. That figure will be lower the more money 
the government takes out in debt before 
the flotation—but higher the more suc- 
. cessful the marketing campaign is in con- 
. vincing punters. 


 Euro-equity 


Euromoney for old 
торе 


The Euro-equity market, lusty babe that 
_ it is, breaks out of its creche next month 
with the flotation of Euromoney, an 
_ eponymous and successful publisher of 
financial jottings. This is the first initial 
. public offering to be launched exclusively 
'on the Euromarkets. Euro-equity issues 
involve the distribution of shares through 
international syndicates of banks. They 
resemble Eurobond issues rather than 
traditional methods of placing equity 
through a domestic stock exchange. So 
far this year, 30 companies have raised 
.. $2.2 billion of Euro-equity. From its start 
_ in 1983, the market had raised only a total 
_ of $5.3 billion by the end of 1985. 
-Euromoney is selling 16% of its equity 
through International Depositary Re- 
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In what way are equity markets becom- 
ing global: Are investors simply playing 
a greater number of national markets, 
looking, say, for the best deal in Japan to 
give their portfolios the yen weighting 
they want? Or are they true internation- 
alists, targeting a sector worldwide—say, 
cars—and buying the carmaker with the 
cheapest price-to-likely-earnings ratio, 
wherever it may be? 

If the former, then national equity 
markets are likely to survive increased 
foreign interest with roughly the trading 
profile they have today. If the latter, 
then the share prices of companies and 
sectors will be far more independent of 
the biorhythms of their home market. 
Companies in industries with worldwide 
operations—chemicals, electronics, cars, 
oil—are already beginning to be traded 
almost interchangeably as world equi- 
ties. The sharp rise and fall of British 
bank shares over the past three months 
(see chart) suggests that big financial 
institutions are heading the same way. 

British clearing-bank share prices rose 
steeply in March, despite the announce- 
ment of annual results that were much as 
investors had expected. They fell swiftly 
from early May, though the only big 
changes—lower interest rates and lower 
oil prices—were both expected and not 
wholly bad for British banks. Up to two 
thirds of the rise was the result of buying 
by American institutions, reckons Scrim- 
geour Vickers, a stockbroking firm. 

British banks were cheap, in Ameri- 
can eyes. On March 10th, the average 
price-earnings (P/E) ratio of Britain's 
clearers was 7.2, compared with 8.2 for 
America's money-centre banks. Yields 
accordingly were 5.2%, against 4.5% in 
America. And British banks were selling 
at 79% of. book value, instead of 103%. 
(The last comparison is misleading, as 
British banks value their fixed assets at 
market prices rather than at cost, like the 


ceipts quoted in Luxembourg. The issue 
values the company at at least $135m. 
Euromoney chose to raise Euro-equity 
because the sale of such a small chunk of 
equity could have been difficult on the 
London stockmarket, and because it is so 
well known in the Euromarkets which its 
flagship publication Euromoney serves. 
Despite the growing number of compa- 
nies seeking to diversify their shareholder 
base through international offerings— 
Electrolux launched a $300m issue on 
May 28th—Euro-equity remains a prima- 
ry market. International shares are trad- 
ed over the counter, but prices are usually 
based on trading in the share’s home 
market. This contrasts with Eurobonds, 
for which the only secondary market is 
international and by telephone. But, 
gradually, international trading of Euro- 
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A world of global shares 
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Americans.) Profit forecasts for Ameri- 
can and British banks were not dissimi- 
lar. The buyers bought until British 
banks’ P/E ratios and yields were compa- 
rable to America's, and the net-asset gap 
narrowed. Now, after news on May 14th 
of a huge £714m ($1.1 billion) rights 
issue to come from National Westmin- 
ster and some sobering up after fizzy bids 
in April, the gap is reopening: British 
clearers’ average P/E ratio was 8.3 on 
May 23rd compared with the Americans’ 
8.8. Р 


The point is that investors compared 
British banks with American banks, not 
with, eg, British retailers. Geographical 
spread is the reason most investment 
managers buy foreign shares; but this is 
changing. It had been trickier to com- 
pare companies across markets than 
within them. Fund managers and bro- 
kers are trying harder to make the com- 
parisons. Better computer software to 
smooth out accounting, tax and other 
differences is helping them do it. 
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equities is increasing. There are now 
nearly 500 stocks traded daily in at least 
one centre outside their home stockmar- 
ket, against barely 200 a year ago. 

At first, the big Swiss banks dominated 
new issues of Euro-equity. This year, 
American investment banks have come to 
the fore as a wave of American compa- 
nies has come to the market, including 
Bear, Stearns, a New York investment 
bank, Transamerica, an insurance group, 
and Chesebrough-Pond's, the vaseline- 
to-spaghetti-sauce conglomerate. The 
business is lucrative for the banks. Fees 
for arranging an issue are normally 34- 
51% of the total raised (against 1}-2% for 
a Eurobond). As more banks pile in, 
issuers may exploit the competitive envi- 
ronment to shave fees. So far, the Japa- 
nese have scarcely sniffed at Euro-equity. 
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(% of children under 
five years with stunted 
growth) 
ZA Over 30% 
20-29% 
Under 20% 


Primary health care is not 
Curing Africa’s ills 


In 1978, the World Health Organisation set itself a goal: “health for all" 

by the year 2000. The means was to be primary health care: a package of 
measures to prevent disease in poor countries. Our 

special correspondent reports from Africa, where it is not working 


Disease is part of the landscape of the 
third world. In 1978, at the outset of the 
WHO campaign, nearly one in five of the 
children born alive in developing coun- 
tries died before the age of five. One in 
ten of the survivors would grow up crip- 

1. One in ten women died during 

gnancy. The main killers were (and 
are) the infectious diseases now largely 
eliminated from rich countries. Six dis- 
eases—polio, measles, diphtheria, teta- 
nus, whooping cough and tuberculosis— 
kill Sm of the 15m children who die each 
year in the third world (excluding China). 
Many also die from pneumonia and ma- 
laria. The biggest single killer is diar- 
thoea, which claims the lives of more than 
5m children a year. 

In Europe and the United States, dis- 
ease was vanquished mainly by prosperity 
and what it could buy—better nutrition, 
hygiene, education, housing, roads and 
railways. To wait for prosperity in Africa 
would be to wait too long. In the 1970s, 
African governments tried to improve 
health with drugs, pesticides and centra- 
lised hospitals catering predominantly for 
urban people. By the end of the decade, 
these measures were not working. Vac- 
cines had eradicated smallpox. But the 
persistence of many diseases and the 
resurgence of others, like malaria, forced 





scientists to think again. 

In 1978, WHO turned its back on high- 
technology cures and turned to preven- 
tion instead. That year, at a conference in 
Alma-Ata in the Soviet Union, it came up 
with the "primary health care" pro- 
gramme. Primary health care is aimed 
particularly at children and child-bearing 
women, because they are the most vul- 
nerable. It has six main elements: 
€ Clean water. In the third world, around 
80% of infections are spread by water. 
WHO's aim is that by 1990, all the people 
of developing countries be provided with 
an adequate supply of clean water and 
with sanitation. This is the most expen- 
sive part of the programme. 
€ Vaccination. Both WHO and the United 
Nations children's fund (UNICEF) main- 
tain that one of the quickest and least 
expensive ways to break the cycle of 
malnutrition and infection is through im- 
munisation against the six common child- 
hood infections. The expanded pro- 
gramme of immunisation (EPI) aims to 
make immunisation available to every 
new-born baby by 1990. This is rather 
cheap, costing about $5 a child. 
€ Contraception. Population growth lies 
at the root of many third-world problems; 
any reduction in the birth rate can help. 
Childbirth is a dangerous business in 


developing countries. Up to 1095 of wom- 
en die from complications during preg- 
nancy or botched abortions. WHO is pro- 
moting contraceptives and advice on birth 
control. 
€ Motherhood and child care. These are 
matters of education. Up to a quarter of 
maternal deaths during childbirth could 
be avoided by simple improvements in 
hygiene, such as using sterile equipment 
to cut the umbilical cord. Breast feeding, 
in the absence of clean water, protects 
children from disease (even when the 
mother herself is sick), postpones another 
pregnancy, and saves the mother the high 
cost of bottle-feeding her baby. 
Education can also help against diar- 
rhoea. Diarrhoea kills through dehydra- 
tion, but mothers often withhold fluid 
from children during diarrhoeal attacks, 
thinking it will make the disease worse. 
Many such deaths could be averted with 
oral rehydration: a simple mixture of 
sugar, salt and clean water. The cost of 
such treatment is negligible compared 
with that of the anti-diarrhoeal drugs on 
which some families spend up to 10% of 
their income—and which are useless, ac- 
cording to UNICEF. 
© Medical training. To support these ini- 
tiatives and ensure that even rural popu- 
lations have access to some sort of quali- 
fied medical assistance, WHO wants more 
training to be given to local health work- 
ers chosen by the villagers. 
€ Essential drugs. Most third-world 
countries have no choice but to buy their 
drugs from western companies which 
dominate the international medicine 
trade. Some drugs are, at best, a waste of 
money; at worst, dangerous if misused. 
At the same time, many poor countries go 
short of the drugs that they do need to 
treat the most common diseases and inju- 
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ries. WHO has drawn up a list of the 220 
drugs it considers essential. In the early 
1980s, wHO began to buy many of these 
drugs in bulk, often at half price, on 
behalf of developing countries. 


Ambitious 

WHO believed that if one-tenth of a devel- 
oping nation's budget were devoted to 
health, then “health for all" would be 
achievable. The target was ambitious, but 
the methods seemed practical, and have 
been widely adopted. Between 35 and 40 
countries have built primary health care 
into their policies, depending on the defi- 


‘nition used. The number of rural people 


in the developing world served with water 
supplies increased by 15m between 1980 
and 1983. Around 80 developing coun- 
tries have adopted an essential drugs list; 
and the worldwide demand for vaccines 
now runs at three times its 1983 levels. 
Take Kenya, where nine-tenths of the 
population live in rural areas and where 
huge hospitals in the cities scoop most of 
such money as the government can afford 
to spend on health. Since the late 1970s, 
the number of modest health centres and 
dispensaries has more than doubled, to 
1,600. Kenya's ruling party was recently 
converted to birth control. So the number 
of women attending family-planning clin- 
ics rose by 30%, to 80,000, between 1983 
and 1984, and in 1984 more than 800,000 
people, a quarter of the target popula- 
tion, visited child-welfare clinics. 
Meanwhile, UNICEF has implemented 
oral-rehydration and EPI schemes in Ke- 
nya, though it has immunised only 10% of 
the target population so far. There are 
also several thousand aid agencies in 
Kenya, promoting preventive measures 
such as clean water and sanitation. With 
the help of a Dutch agency, Kenya has 
put together a pilfer-proof kit of drugs 


Getting the 
needle 


% of children under 
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(painkillers, anti-malarials, antibiotics 
and eye drops), and managed to ensure a 
constant supply of these to health centres 
for several years. Kenya's most promising 
innovation has been to stop pretending 
that government clinics and centres can 
do the job. Instead, village shops are 
encouraged to market simple remedies. 

Senegal made its commitment to pri- 
mary health care in the late 1970s. Pre- 
ventive measures have been taken against 
the main endemic diseases, notably tu- 
berculosis, malaria and leprosy. External 
aid has helped improve the level of nutri- 
tion. Mobile teams have pursued mass 
vaccination campaigns, reaching about 
2095 of the population. And UNICEF has 
just launched a new campaign to improve 
the immunisation coverage. 

Though poor and tiny, Gambia has one 
of tlie most extensive primary health-care 
campaigns in Africa. Since 1980, pump 
wells have been installed in 700 of its 
2,000 villages. Nearly all villages with 
populations of more than 400 will have 
access to trained health workers by the 
end of this year. Gambia has immunised 
about 70% of children. And all this has 
been achieved by spending no more than 
$1.50 on health per person a year, much 
of that paid for by aid agencies. 


Flawed 

Despite the enthusiasm with which pri- 
mary health care has been adopted, there 
is little evidence that health standards 
have been raised. Some experts suggest 
that the programme is flawed not just in 
its execution—a common criticism—but 
in conception as well. 

The British government's Medical Re- 
search Council, in collaboration with the 
Gambian government, has just complet- 
ed the first five-year phase of a study 
comparing villages that have been ex- 
posed to primary health care with those 
that have not. About 40 villages were 
selected for the study, all at least seven 
miles from the nearest town, Farafenni. 
In 14 of the villages, primary health-care 
schemes were in place; the remainder had 
access only to vaccines. In the whole area, 
out of every 1,000 children born alive, 140 
die as infants. The big killers are pneumo- 
nia, malaria and diarrhoea. Malnutrition 
is widespread. 

Field workers visited villages every 
month for four years, looking at chil- 
dren's weight, doing blood tests and so 
on. The good news, according to the 
study's preliminary findings, is that pri- 
mary health care -has resulted in fewer 
deaths among very small babies and fewer 
malarial deaths. The bad news is that 
there has been no change in the overall 
infant-mortality rate. 

The same story applies throughout 
Gambia where, according to UNICEF, 
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there are still more than 150 death 
among infants younger than one year fc 
every 1,000 live births—among the wor: 
mortality figures in Africa. Some loc: 
areas have seen significant reductions i 
infant-mortality rates. But they are е» 
ceptions. The town of Kaneba has mar 
aged to reduce deaths among its infants t 
24 per 1,000 live births—thanks to th 
continuous attention of six qualified do 
tors and four midwives, seconded fror 
the University of Newcastle in Britair 
The doctors at Kaneba argue that it ma 
be better to send fully trained health-car 
workers to rural areas rather than to trai 
local village workers, who may be eithe 
unable or reluctant to take on the w 
load. Village health workers are norm 
not paid, and all over Africa (most not: 
bly in Tanzania) they have tended t 
leave their villages and try to set up z 
dispensers on their own account fc 
profit. 

Senegal has experienced a more gene 
al improvement in infant and child mo: 
tality. But it is ascribed by scientists froi 
France's Office de la Recherche Scientif 
que et Technique Outre-Mer (ORSTON 
to the West African drought of the 1970 
which ruined farmers even as it save 
their children's lives by providing fewt 
puddles for malaria-carrying anophelir 
mosquitoes to breed in. 

Richer Kenya has also seen a reductic 
in infant mortality, from 140 deaths pi 
1,000 live births in the 1960s to 100 in tk 
1970s. These changes are probably 
direct result of Kenya's growing prosper 
ty. Between 1960 and 1980, GDP grew t 
an average 5.8% a year. The amount ‹ 
GDP spent on health over the same peric 
almost doubled, but mostly went int 
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Cambrian & General 
Securities p.l.c. 


Interim Results for the 6 months to 31 March 1986 


31 March’86 30Sept.’85 31March'85 30Sept.'84 31 March’84 30 Sept. '83 
Unaudited Audited Unaudited Audited Unaudited Audited 


Net assets £122.09m £81.55m £78.96m #54.59т £41.96m #26.36т 
Assetsundermanagement &377.57л = £305.72m 199.061 £150.87m £104.93m  £42.49m 
Net asset value per 

Ordinary Share 172.84p 123.96p 120.97p 125.11p 91.06p 64.61p 


Capital Share 27721p 159.92р 152.04р 162.65p 10323p 43.96р 


The Investment Manager is IFB Managing Partnership, L.P., affiliated with 


IVAN F. BOESKY AND COMPANY, L.P. 
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urban hospitals, not rural health. 

Yet, since Kenya introduced primary 
health care in the late 1970s, it has seen 
little change in infant mortality, which 
now stands at 92 deaths per 1,000 live 
births, nearly five times as high as in 
Europe or America. Over the same peri- 
od, annual growth rates in GDP have 
fallen to around 2-3% while the popula- 
tion grew faster, so the average person 


= grew poorer. 
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The growing failure 


Food production per 
Average 1961-65 = 100 


third world are just as eager as those in 
rich countries to believe that there is a pill 
for every ill. 

Advice on breast feeding is ignored 
simply because mothers cannot spare the 
time to feed their babies that way. In 
parts of West Africa, women do 70-80% 
of agricultural work and produce 40-50% 
of the staple crops. That is partly why 
breast feeding has declined, and the sales 
of breast-milk substitutes have risen, in 
many developing countries. 


. Failure 

. Hope cannot wish away a depressing 
. conclusion: that primary health care is 
failing. Why? The main reason is that 
- primary health care is above all an inte- 
. grated package: its measures reinforce 
. ene another, and in isolation each may 


But perhaps the most disastrous failure 
has been that of family-planning pro- 
grammes in Africa. The average birth 
rate in Africa is 45 per 1,000 people, and 
the region's population, now roughly 
530m, is growing at an annual rate of 3%, 
faster than in any other area of the world. 












World Bani 


— have little effect. 
|... The programmes that have been imple- 
. mented have concentrated on specific 
. targets or specific villages, partly because 
— many are run by independent, and occa- 
sionally competitive, aid agencies. In 
.. Homa, a Kenyan village on the shore of 
Lake Victoria, several different aid agen- 
cies market their own variety of primary 
health care, while other villages nearby 
have no form of aid. (There are even 
reports of aid agencies setting up pro- 
grammes to combat diseases not found in 
the area.) 

The lack of co-ordination undermines 
the efforts. If one village gets a tap and 
toilet and the one next door does not, the 
inhabitants of the first will be little health- 
ier unless they shun their neighbours. 
Sometimes a remedy for one problem can 
magnify another. New water supplies can 
provide new breeding grounds for malar- 
ial mosquitoes. 

Even with good vaccination coverage, 
infant mortality has not declined. True, 
deaths from measles and whooping cough 
decline sharply after immunisation pro- 
grammes, but (as has happened in Gam- 
bia) the children die of pneumonia, diar- 
rhoea or malaria instead. If clean water 


. . and sanitation are not introduced simulta- 


neously, vaccination simply changes the 
pattern of disease. 

Moreover, even primary health care is 
proving too expensive for poor countries. 
WHO's estimates of the money available 
to carry out these projects (and of the 
willingness of governments to spend it) 
now seem absurdly optimistic. The World 
Bank has calculated that providing water 
and sanitation for most third-world vil- 
lages and towns would cost $30 billion a 
year. Even in the first year of the pro- 
gramme, in 1981, the total spent on water 
and sanitation was only $10 billion. 

African governments have been unable 
to concentrate their health budget on 
primary care because of the huge recur- 
rent costs of maintaining the expensive 


hospitals they built in the 1960s and 
1970s. Senegal still spends over half of its 
health budget (which, at 6% of total 
public expenditure is still lower than 
WHO's recommended 10%) supporting 11 
hospitals. Just one-fifth of Kenya's yearly 
expenditure on health goes on preventive 
medicine. Despite the help Gambia gets 
from aid agencies, its health programme 
is failing to meet half its recurring costs, 
according to the government, which 
hopes to raise more money by introducing 
a partial-payment scheme for health. 
WHO also underestimated the force of 
habit or tradition. In 1984, USAID 
launched a one-year health-education 
programme in Gambia to publicise oral 
rehydration. Hardly any mothers used 
the cocktail before the programme; after- 
wards, about half did. USAID could claim 
a resounding success. But, once the cam- 
paign stopped, mothers reverted to old 
habits and the useless drugs. People in the 
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Breast feeding is safe—and cheap 


The efforts of governments and aid age 
cies to publicise the virtues and means 
birth control are effectively countered by 
Muslim and Roman Catholic teaching. 
High infant mortality and the fact that 
children are seen as the only prospect of a 
comfortable old age do not help. Accord- 
ing to one Gambian health official, many 
people attend family-planning clinics but 
few take away contraceptives. 

The huge growth in population works 
against the success of primary health care 
by intensifying the problems of malnutri- 
tion and by promoting the rush into 
already overcrowded cities. Studies show 
that the urban poor are generally worse 
fed than their rural counterparts because 
the food they eat depends entirely on the 
money they earn. Providing health care in 
the country is more expensive. In the 
sprawling slums of Nairobi, а single 
health centre can serve more than 50,000 
people. 


Remedies 
The failure of primary health care should 
not be a cause for despair but for further 
action. The researchers at ORSTOM be- 
lieve that the lesson is to assess which bits 
of the programme work best and to spend 
on them what little money there is. For 
example, what are the relative merits of 
feeding supplements and housing? A 
study of the 1979 measles outbreak in 
Guinea-Bissau suggests that over-crowd- 
ing, not malnutrition, determined wheth- 
er people died from the infection. Little 
research of this kind has been done. 
Another approach is to examine other, 
richer countries and see what they have 
done. The lesson of prosperity is that clean 
water and control of population growth are 
the two essential prerequisites of health 
improvement. Even if the cultural barriers 
to birth control are fixed, clean water is 
everywhere welcome. That, above all, is 
what WHO should be spending its money 
on. Remember, 80% of disease in the third 
world is spread by water. 
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The power of Providence and 
the power of films 


Andrei Tarkovsky, the Russian director 
whose latest film, “The Sacrifice", won 
the Grand Prix Spécial at the Cannes film 
~ ival, has made some of the most 

rerful and personal pictures of the past 
quarter century. There have been only 
seven of them but they constitute a mem- 
orable chapter in the history of the cine- 
ma. They have that rare quality of saying 
something on film that could be said in no 
other way. 

Mr Tarkovsky belongs to the Russian 
tradition exemplified by writers like Dos- 
toevsky. His films embody themes such as 
salvation, sacrifice, resurrection, mir- 
acles. Like Alexander Solzhenitsyn, he 
believes that art took a wrong turning 
when it began exalting the individual 
above the search for wider truth. “Рег- 
haps”, he says in Sculpting in Time (The 
Bodley Head, £14.95), his book of reflec- 
tions about his craft, "our capacity to 
create is evidence that we ourselves were 
created in the image and likeness of 
God." Mere political inspiration, he reck- 
ons, is spurious. Sentiments like that 

dened no hearts in the Kremlin. Mr 

«ovsky defected to the West in 1984. 
His two most recent films were shot in 
Italy and Sweden; grave illness may pre- 
vent him from making more. 


No “Sacrifice” thought greater at Cannes 





His films have two main themes—the 
glory of God and the power of love—and 
many recurring preoccupations: memo- 
ries of childhood and the effects of war 
among them. He has an unmistakable 
signature, expressed not only in what he 
says but in how he says it. He likes to 
repeat sounds and images: black mastiffs 
prowling through puddles, distant cuck- 
005, the drip of raindrops after a shower, 
snowflakes whirling in gutted churches 
and the lilting verse of Arseni Tarkovsky, 
the director's father, as verbal counter- 
parts to the beauty of the shots. 

His films buttonhole you and will not 
let you go. Obsessive and introverted, 
they defy the viewer to look away. 
Whether they are set in the past (“Andrei 
Rublev”), the present (“Nostalgia”) or 
future (“Solaris”), all are spellbinding. 

What lifts “Solaris”, for instance, high 
above run-of-the-mill science fiction is an 
extraordinary scene in which a stricken 
cosmonaut wills his dead wife back to life. 
"Solaris", about a thinking planet and 
intergalactic ghosts, proves in the end to 
be one of the great love stories of Russian 
cinema. "Stalker", about a voyage into 
no-man's-land in search of the meaning of 
life, is like a futuristic “Pilgrim’s Pro- 
gress”. “Andrei Rublev", both a biogra- 
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Tarkovsky shows extraordinary powers 


phy of an icon painter and a fresco of 
fifteenth-century Russian life, echoes 
Mussorgsky's “Boris Godunov” (an op- 
era which Mr Tarkovsky later produced 
at Covent Garden). 

Mr Tarkovsky's protagonists have in- 
ner certainty but are surrounded by 
doubters. “Stalker” is the clearest expres- 
sion of this. The stalker's job is to take 
people into a strange zone, at the heart of 
which is a place where dreams come true. 
It recalls the zone in Jean Cocteau's film 
“Orphée”, through which Orpheus goes 
in search of Eurydice, but in “Stalker”, 
the zone is a metaphor for life rather than 
the after-life. A man can get through it 
only by distinguishing the eternal from 
the ephemeral. 

Though in "Stalker" the quest fails, the 
film ends in triumph and affirmation. If 
there were no sorrow, says the stalker's 
wife, life would not be better because 
there would be no happiness and no 
hope. In a magical finale, Mr Tarkovsky 
shows the stalker's daughter willing glass 
tumblers across the table by telekinesis. 
Some powers, it seems to be saying, are 
beyond human comprehension. 

"Stalker" is the exception among Mr 
Tarkovsky's films in that it tells its story in 
a straight line. The rest mix dreams, 
flashbacks and non-narrative elements 
with the logic of poetry rather than prose. 
The first scene of “Mirror”, for example, 
shows a stammerer being cured by hypno- 
sis. The incident is unrelated to the main 
plot but is in keeping with its spirit. 

"Andrei Rublev" is almost all poetry. 
The first and last scenes show a great 
failure (an Icarus-like attempt at balloon 
navigation in 1400) and a great success 
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It looked like being a year of disaster for 
the Cannes film festival, with many pro- 
ducers, directors and distributors decid- 
ing that the huge competition-cum-trade 
fair was hardly worth the effort. Droves 
of terrorist-stricken Americans stayed 
away; many of the films on offer in the 
market were rumoured to be rotten. In 
the event, the sun shone down on an 
industry in fine fettle. There were 
enough good films on offer to fill the 
specialist movie houses for a year; “art 
films" were snapped up by distributors in 
Britain and, if business was less brisk in 
the commercial marketplace, that was 
partly due to the success of another big 
cinema trade fair, the American film 
market held in Los Angeles last Febru- 
ary. Old-fashioned mogulism even made 
a comeback, in the shape of the Israeli 
cousins, Menachem Golan and Yoram 
Globus. Having made a fortune in sex- 
ploitation movies, they are investing the 
proceeds in respectable films like Franco 
Zeffirelli's version of Verdi's “Otello”. 
Mr Golan's claims to be a new Sam 
Goldwyn were borne out by such over- 
heard remarks as "Zeffirelli's ‘Otello’ is 
so great that, after about ten minutes, 
you forget it's an opera." 

The competition came up with one of 
the best ever runners-up. The Palme 
d'Or went to Britain's “The Mission" 
(produced by David Puttnam and direct- 
ed by Roland Joffé), but the second 
prize—the Grand Prix Spécial—was won 
by Andrei Tarkovsky's “The Sacrifice" 
(some thought the prizes should have 
been reversed). In “The Sacrifice", the 
hero (Erland Josephson), isolated with 
his friends on a Swedish island after a 
missile attack, makes a pact with God: if 
the world is returned to its former state, 





faith in Goldcrest 


Cannes's festival spirit revives 


he will renounce family, self and posses- 
sions. Next morning, he awakens to find 
everything is back to normal, whereupon 
he proceeds to burn the house and is 
taken away as a lunatic. Characteristical- 
ly with Tarkovsky, the realistic opening 
and closing sequences are in colour; the 
central section, in which the narrative 
moves through the man’s dark night of 
supplication to a mystic sexual encoun- 
ter, is in black and white. Though both 
Chekhov and Ingmar Bergman are 
brought to mind by the limpid interiors 
and the sense of a family drawing togeth- 
er, the film’s uncompromising rigour and 
sense of hope developing out of pain 
belong unmistakably to its creator. The 
film ends with an unbroken ten-minute 
take as the house is ignited, a car ex- 
plodes and the distantly-placed camera 
observes the agitated drama of family, 
police and ambulance men trying to 
quell the apparently demented father. 
The power of this sequence overshad- 
owed everything else in the festival. 
Faith and how to defend it also pro- 
vide the narrative core of "The Mis- 
sion", set in eighteenth-century South 
America and charting the resistance of a 
Jesuit outpost against the depredations 
of Church and Spanish and Portuguese 
colonisers. Big, bold and commercial, 
with an overpowering score and senti- 
mentalised natives smiling sweetly in the 
service of God, the film nevertheless 
packs a strong dramatic punch, especial- 
ly when it refers to the contemporary 
debate in liberation theology. As the 
Jesuits find themselves isolated and be- 
trayed, a pitched battle develops be- 
tween marauding soldiers and Robert 
De Niro's mercenary-turned-militant 
priest, while the non-violent priest (Jer- 

































emy Irons) advances into a hail of bullets 
with the Cross held high. Spectacularly 
photographed by Chris Menges, it shows 
once again that Mr Joffé, who made 
“The Killing Fields", can conjure up on 
screen a sense of epic grandeur. The 
breadth and visual panache of “The 
Mission” should help at the box office to 
bolster the ailing finances of Goldcrest, 
which produced it. 

The Cannes festival, by gathering to- 
gether films from all over the world, is an 
unparalleled opportunity to size up the 
international film business. The fortunes 
of Canada and Australia rose this year, 
with goodish films by Denys Arcand, 
Paul Cox and Tim Burstall, while the 
reputations of Italy and West Germany 
coasted. The French cinema, with nearly 
100 new feature films showing all over 
town, proved almost impossible to get to 
grips with, although Alain Cavalier’s 
“Thérése” (which won the special jury 
prize) was the surprise hit of the compe- 
tition. It reconstructs the life of Thérèse. 
Martin, a young, impassioned nun who 
died of tuberculosis and was canonised in 
1925. Shot in golden colours, its tone 
fluctuates between certainty and doubt 
as it follows the girl's initiation and 
struggle against the convent's regime. 

For years, some of the most inventive 
films have been made in countries out- 
side the traditional western film-making 
world. Once again, the Asian cinema 
showed it could tackle subjects far be- 
yond the range of western commercial 
production. Two superb Japanese en- 
tries by Yoshimitsu Morita (“And 
Then") and Yoshishige Yoshida (“Тһе 
Promise") testified to that country's sus- 
tained feeling for film form. “And 
Then", a love story set in the Meiji era 
is conducted almost entirely in whisper 
in studio sets of great delicacy, while 
Yoshida’s film tackles the subject of 
euthanasia head on. 

Mrinal Sen's Indian film “Genesis” 
(backed by European technical re- 
sources) is probably his best crafted film 
to date, using an isolated ghost-town 
inhabited by two men and a woman to 
impressive effect, although the Biblical 
parallels are a little strained. A tinge of 
eastern exoticism also colours the Geor- 
gian director Sergo Paradzhanov's “Leg- 
end of the Suram Fortress", a wild, 
allegorical fantasy, magically shot. 

Orson Welles's “Ооп Quixote”, de- 
cades in the making, was shown only in 
the form of shapeless rushes and odd 
takes, with both Quixote and Sancho 
Panza dubbed by Welles himself. What 
is one to make of these bits and pieces? 
No firm conclusions could be drawn— 
except that, intermittently, the genius 
showed through, plus the suspicion that 
film makers are only now starting to 
catch up with the old master. 
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The British Land Company PLC 
would like to congratulate 
Roland Joffé, Fernando Ghia 
and David Puttnam 
on winning the Palme d'Or 
at the 1986 Cannes Film Festival 
and are proud to be associated, 
through its film subsidiary 
Kingsmere Productions Ltd, 
as co-producers with 
Goldcrest in the production 
and presentation of 
the British film 
“The Mission". 


THE BRITISH LAND COMPANY PLC 
10 CORNWALL TERRACE REGENTS PARK LONDON NWI 4QP 
TELEPHONE 01 486 4466 
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In the days before air conditioning people depended on 
windows for ventilation. As a by-product they got natural lighting. 
In hallways, kitchens, on two sides of a living room. 

We' ve got air conditioning, of course. But that’s not all. Come to 
180 East 70 Street and see the light. 


Visit 180 East 70 Street. 
A Building That Speaks For Itself. 


180 East 70 Street, New York, New York 10021. Phone: 212-628-3550. 

Selling and managing agent: Douglas Elliman-Gibbons & Ives. Inc. Appointments recommended. 
Studios from $255.000. One-bedrooms from $285,000 Two bedrooms from $490,000 
Sponsor Trafalgar House Real Estate. Inc Sponsor financing available The complete offering 
terms are in an Offering Plan available [rom Sponsor Offering by prospectus only 
Limited to New York State residents only 
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in Hoty net profits doubled in 1985 ond ore set to rise 
müorkedly-this year. The country experiences d remarkable 
degree of sociai ond political consensus опа tation componies | 
ie likely to: play an increasing international role, This report. 
;, Sxemines. Italy's. forty leading industrial companies. with. for 
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EIU Intelligence Unit 


The European Community is increasingly 
affecting. daily political and commercial life in its 
‘member: states. Yet there. is a. lack of informed. 
analysis of the many important issues which. are 
. Now being tackled more at the European. level 
than the nation state level. The EIU' European 
Trends has: been tailored to fill the gap, 
focusing .on five crucial topic areas: 
Cn os 79 internal Market _ 
-© Recent Cases Before the European Court 
01 © External Relations ———— E 
Ф Environment ^ © New Technologies 
Office: 25 St James's Street, London SWIA IHG. Reg No. 1775671 


Please enter an annual subscription to European Trends. Price 
including postage: UK £86.50; Europe £88: North America 
С US$172: Rest of Wond £93, с o 
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East & North 


| Africa 


1986 


„This ЕШ) publication is a compact and up- 
to-date annual reference work, covering 
23 countries. It provides a thorough and 
comprehensive survey of the region. In 
depth articles look at major regional issues 
in 1985. Individual country studies pro- 
vide a summary of the year's. events 
together with economic and political tore- 
| Casts for 1986, essential statistics and 
| maps. 


of World £78; N. America US$118 


Eastern 
Europe 

& the USSR 
1986 


Pressure from the new Soviet leader and 
tougher economic conditions could mean 
changes in Eastern Europe. The 1986 EIU 
ona Review of Eastern Europe and the 
USSR analyses regional developments in 
six general articles, The main features in 
each individual country report—Albania, 


Germany, Hungary, Poland, Roma- 
nia, USSR and Yugoslavia are: 


* Short History 

* Review of 1985 

* implications for the Future 
* Economic Statistics 

* Leadership List. 


Price including postage: UK & Europe £65; Rest 
of World £68; N. America US$105 


Reg Office: 25 St James's Street. London SW1A IHG. Reg No. 1775671 
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е casting of a giant bell by a youth who 
ns out not to have known what he was 
joing). This "proof" of the existence of 
idence. reawakens the monk Rub- 
nent to his. painting and the 
colour for the first time— 
of icons, a dissolve to a 
ses grazing and a sudden 



















sequence benefits hugely from 
5 - which boni film Шакет 


dus or cl. He thinks that using the 
whole colour spectrum makes a film too 
епу and prefers to alternate scenes 
оог and black. and white. Sometimes 
drains the colour away completely. 
alker" was shot in colour (as the 
$ confirm), "but. it is 
















snatches of Bach and I pergolen in “Mir- 
тог”, а passage from Verdi's "Requiem" 
in “Nostalgia”, snippets of Beethoven’s 
ninth symphony in “Stalker”, otherwise 
; almost nothing, 


Tarkovsky’s films are as intense as 
dreams. Bizarre juxtapositions are com- 
monplace. In “Ivan's Childhood", his 
first feature film made in 1962, a child 
soars above the treetops and flies down 
the road to meet his mother. The largely 
autobiographical "Mirror", made 12 
years later, has scenes of levitation. In the 


same film, a bird flies out of a tree and 


perches on а boy's head in à single long 
shot. Black stallions trot through the 
ruined cathedral of Saint Vladimir after 
the sacking of the city in "Andrei Rub- 
lev". In “Nostalgia”, the raiment on a 
statue of the Virgin Mary parts to release 
a flock of birds. 

: Through scenes like this, Mr Tar- 
kovsky is able to suggest the ineffable 
behind the everyday. When rain falls out 
of a clear sky, as it does in most of his 
films, it is like ап epiphany. When the 
foliage stirs mysteriously in “Mirror” and 
a barn catches fire, there are overtones of 
the Lord appearing to Moses in the burn- 
ing bush. God, as the sacristan says in 
“Nostalgia”, constantly gives signs of his 
presence, but few people are aware of it. 
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St rategies, not songs 


KAISHA: THE JAPANESE CORPORATION. By James C. Abegglen and George Stalk, Jr. 
_ Harper & Row. 288 pages. £15.95. Available in America from Basic Books. 


: ascinating | account of Japan's 
ns (which they coyly term, in 
way, kaisha), Mr James 
a id Mr George Stalk eschew 
gimmicky explanatio s of Japan's есо- 
nomic success. Though the Japanese 
_ economy has grown from 2% of the world 
. economy 30 years ago to 10% tod. 
equal ey: 
" combined), this is scarcel f 
-is a conspiratorial collusio between а 
грат. politicians and businessmen. Nor 
аге сотрапу songs the reason that almost 


















та 
Instead, Messrs шы and. Stalk 
E овен. a тоге plausible: answer: the 
_ kaisha (the good ones, that is) succeed 
. because their priorities, and those of their 


5 shareholders, are different from western 











portant (indeed, dividends are 
y а small percentage of the par 
shareholdings); jit is; capital 
that matters—and to attain that, 





market share must be won at all costs. 

The process often involves loading a 
company with debt heavy enough to 
make most western bankers frown. Such 
disapproval is hypocritical, coming from 
bankers who happily raise "junk" bonds 
for American corporate mergers of dubi- 
ous industrial logic; it. also misses the 
point. A company wins market share in 
Japan by pouring money into technical 
improvements and a broad product line; 
achieving an increased share then means 
that production costs come down; once 
that happens, profits begin to rise even 
though selling prices are low. No wonder 
the winners then reap an easy reward 
from the international market: they have 
conventionally achieved quality at a pro- 
duction cost which may be 30% or more 
below a western rival's. 

The authors cite Honda and the tractor 
and fork-lift-truck maker, Komatsu, as 
examples of the winners. And they stress 
that not to compete is to lose. Western 
companies once controlled the market for 




























prices. апа. prenne: [od 
range but by making their product 
sophisticated i in order to keep their 
margins. So their market got smalle 
Today the Japanese dominate all seg. 
ments of this market. | 
What next is a question to which the 
authors can give no.clear answer. Some: 
sectors of western industry, they believ 
will be immune to Japanese competition. 
For example, aerospace: the Japane 
domestic market for aircraft is sma 
ruling out the drive for home-mark 
share which has honed the competitive 
edge of the motor and consumer electro 
ics industries—and labour and materi 
costs are no lower than in America. 
Industries like garments and bulk chemi- 
cals will be safe for a different reason: 
they involve simple manufacturing pr 
cesses, which make no- call оп Japan's . 
genius (complete with robots and “just- 
in-time" inventory control) for running 
complex manufacturing operations. s 
Many westerners hope that the kaisha _ 
will simply run out of steam. Perhaps they 
will. Constant expansion must eventually 
bust a gut, and as the kaisha are forced to __ 
establish: themselves -overseas to get _ 
round protectionist barriers, they may _ 
find foreign workforces and managers _ 
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BOOKS AND ARTS 


hard to assimilate. Perhaps the key will be 
creativity. It is easy to say that the Japa- 
nese produce imitators rather than Nobel 
prizewinners. But, as the authors point 
out, it is also foolish: imitation has been a 
necessary phase in development. The 
Japanese, creative in the arts, will soon be 
creative in science and technology, too. 


International sports 
Uebermensch 


MADE IN AMERICA. By Peter Ueberroth. 
The Kingswood Press. 401 pages. 
£14.95. Available in America from 
William Morrow. 


Mr Peter Ueberroth is an American of 
the sort that most Americans would like 
to be. The son of a travelling aluminium 
salesman, he worked his way through 
university on a water polo scholarship and 
a part-time job arranging flights to Ha- 
waii. At 24, he started a travel agency and 
built it into a $300m business, employing 


_ 1,500 people in 200 offices. Not satisfied 


with that, he threw up his job, sent his 
children to boarding school, and took on 
the job of organising the 1984 Los Ange- 
les Olympics. 

After the terrorist killings at Munich in 
1972 and financial disaster at Montreal in 
1976, Los Angeles was the only city to put 


Britain relegated 


“Whatever happened to the people’s 
game?” asks Mr James Walvin, a social 
historian at the University of York, 
whose academic expertise lies in eigh- 
teenth- and nineteenth-century slavery. 
The answer, according to his Football 
and the Decline of Britain (Macmillan 
£25, paperback £8.95), is—at least as far 
as professional soccer is concerned—not 
very much. That is exactly the problem. 

In 1975, Mr Walvin published a book 
called “The People’s Game: A Social 
History of English Football". The game 
was suffering then from the problems 
that plague it today: hooliganism; declin- 
ing attendances; aging stadiums, parlous 
financial health, a lack of competent 
administrators. All that has changed is 
that the game is starting—at last—to 
admit that its troubles exist. 

Two events more than any other 
shook football out of its century-old 
complacency in 1985: the disasters at 
Bradford, where 56 people died when 
fire destroyed a stand during a match; 
and at Brussels, where more than 40 
people, mostly Italians, died after British 
supporters went on the rampage before 
the European Cup final between Liver- 
pool and Juventus at the Heysel stadium. 
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Ueberroth strikes out on style 


in a serious bid for the 1984 games. Its 
inhabitants, along with the rest of south- 
ern California, did not want the games: 
they voted (Mr Ueberroth with them) not 
to give a cent of public money to them. 
This biography tells the story of the 1984 
Olympics; as football gears up for its 
quadrennial jamboree in Mexico, it is 
worth remembering how Mr Ueberroth 
managed to run one of the smoothest 


It was that incident that led to English 
teams being banned from playing in 
Europe) and prompted much social self- 
flagellation among Britons. 

Mr Walvin’s new book is as much a 
potted social history of modern Britain 
as it is a book about football. At the turn 
of the century, football was regarded as 
an ideal antidote to the problems of 
urban life. “The best remedy”, The 
Times called it; 85 years on, the same 
newspaper feared that the game would 
soon be played “in fortified amphi- 
theatres with iron cages where there 
used to be terraces". The sport had come 
to represent a nation in decline, charac- 
terised by organised violence, drunken- 
ness, racism and crude political extrem- 
ism (particularly of the right). 

In truth, of course, it is Britain (and 
the world) that have changed while, to à 
great extent, football has not. A roll call 
of the 92 clubs in the Football League 
sounds like a part of a gazeteer of 
Victorian England: ... Barnsley, Bir- 
mingham, Blackburn, Blackpool, Bol- 
ton. Much of Mr Walvin's book is evi- 
dence to support his proposition that 
soccer is an institution that is old-fash- 
ioned in the worst sense of the word. “It 


operations in international sport. 

He persuaded corporate America to 
adopt the Olympics: 30 big companies 
paid $4m or more each to sponsor the 
games. He talked ABC into paying $225m 
for the television rights. And he cajolec 
tens of thousands of Californians to vol. 
unteer as helpers. True, many people saic 
that it had been turned into a Hollywooc 
extravaganza; non-Americans took um: 
brage at the games’ rampant nationalism 
and sporting standards suffered because 
many eastern-block athletes refused tc 
attend (though that was hardly Mr Ueber 
roth’s fault). 

Mr Ueberroth's unbounded self-confi 
dence, charm and organisational abilitie: 
are admirable. The language he uses 
however, is not. “Маде in America" is а: 
bad as, if not worse than, anything perp 
trated lately by Messrs Iacocca or Stoc 
man. A characteristic exchange: 

Best said “I have a question to ask you 

Peter. If I take this job, I'm between a rocl 

and a hard place. When all hell breaks loose 

I'll have to be in the trenches. Where wil 

you be?" “Right next to you," I said. 

Life for Mr Ueberroth seems as simple a 
picking the right fastball to hit. The boo! 
is littered with axioms like: “Hit ‘en 
where they ain't." Mr Ueberroth is o 
some people's short-list to be the next 
but-one president but such lines seer 
more apposite for his present job—a 
baseball commissioner. 





BENE im 
The traditional face of Britain 
is the game's inability or unwillingness to 
change that is the key to understanding 
its basic and growing problems," he says. 
Football's sense of tradition, once a 
great strength, has become a curse. 
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International University 
"Associate, Bachelor & Master degrees in 
у BUSINESS ADMINISTRATION-HOTEL MANAGEMENT 
LAW/PUBLIC ADMINISTRATION-INTERNATIONAL RELATIONS. 
Computer Studies, Pre-Eng/Pre-Med, Art, French, Spanish, German, 
< English, College Prep. Courses: Language of instruction-English. 
inter campus and US transfer. 88A & MBA evening classes in London, Paris & Heidelberg. 
... Schiller International University 
Dept 03, 51-55 Waterloo Road, London SET 8TX Tel:(01)928 8484 
Bx: 8812438 SCOL б. ‘Accredited AICS, Washington DC, USA 


b» UNIVERSITY DEGREE 


For Life, Academic & Work Experience 

Degrees for who want to be more effective and 

secure in their Jobs or Professions. 

Eam à BACHELOR'S MASTER'S or DOCTORATE Degree by 
your Ме and . College equiv 


industry. We will assist you in completing your degree 
without formal classes оғ seminars at your own pace and time. 
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cost evaluation, 


THEM ITY 
BUSINESS SCHOOL 


T. dr SUCCESSFUL CAREER? 
- _ Ош two year Evening MBA is designed for up 


| and coming managers like you. especially in the 


City and Financial Institutions. We aim to 


| stimulate. strategic thinking. so vital to under- 
| standing changes 1 in the City and industry. and 


|. many leading institutions sponsor their staff. 


e high intellectual demands require a candi- 
EET to have at least a good second class honours 
' | degree orits equivalent. 


E . Our next intake is in September 1986 and for our 
| prospectus please contact: The Evening MBA 


missions officer, City University Business 
hool, Frobisher Crescent, Barbican: Centre, 
доп ЕС2Ү 8НВ, telephone 91-920. 0111, ext 


Europe's Most - 
Comprehensive 


"October 1986. for 10 week: 
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Those experienced managers who come to 
London from all over the world share a commo 
purpose. They have been identified as having 
senior management potential in their — . 
enterprises, and require access to the full range 
of management skills and techniques to fulfil 
that promise. ME 
The London Programme covers financial, · 
marketing, organisational, and planning skills in 
depth, but uniquely shows how they can be - 
effectively used together in the decision makin 
process. Many of the men and women who have 
attended the forty two London Programmes that. 
we have run now occupy senior positions in. 
their organisations. Entry standards are high _ 
and there are a limited number of places 
available. For further details fill in the coupon ` 
below or telephone or telex the Programme . 
Registrar, Geraldine Jackson... 


The London Programme - 


5October-12 December 1986 — 
Course Fee, inclusive of Residence: £7950 
Programme Director: Patrick Вамі . 


Please send me further information on 
The London Programme. 
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London Business School, Sussex Place, Regent's Park 
London NW1 4SA Tel lephone: 01- 2625050 
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offers | TIME MSc AND POST-GRADUATE Brisbane: Australia — 
sing audio casse i DIPLOMA INDECISION MAKING: SCHOOL OF SOCIAL AND INDUSTRIAL ADMINISTRATION 
featuring those usodo ram US State g | The course runs from October 1986. T Ё соя 
W | This multidisciplinary and innovative a "a 1 е е. 
g | course brings together the practical I КТ == p 
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Application forms from: 


The Faculty Officer, Faculty of Life and 
Environment Sciences, City of London 
Polytechnic, Calcutta House, Old Cas- 
tle Street, London E1 7NT. 


undergraduate and honours levels, and will be expected to operate effectively in ai 
interdisciplinary academic setting. 

The appointment is a continuing (tenurable) one. Salary, depending upon qualifications 

and experience, willbe withintherarige A$27,233 to A$35, 777 por annum. Benefits include 
superannuation and assistance with housing. Costs ol fares and reasonable removal 

expenses will be met for appointees from outside Brisbane. : 

Intending applicants should first contact The School Administrator, School of Social and : 
Industrial Administration, Griffith University, Nathan, Qld 41 t1, Australia, orthe Secretary~ 

General, Association of Commonwealth Universities (Appts), 36 Gordon Square, London 

WC1H OPF regarding the form of application. The closing date for applications is 27 June 
1986. 
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Senior Planner for 
Urban and Regional | 

Development . . 


| CONSULTING 


“Рот just $29 you can learn how 
to become a successful consul- 
tant in your own field with our 
150 page course book. There is 
no risk with our. full, money 
| back guarantee. There are no 
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831-3560. Or call toll free 1-800- me ei the Dean, Room ЕЛА sionals. Our clients include The applicants shou 
431-1983, ext. 874. In NY state 100 Galli rive governments, international hold a degree in urban/re- 
call 1-800-942-1935, ext 874. Navato, CA 94947 (415) 382-1600 and bilateral development gional economics, social geo- 
à ы agencies, parastatal bodies graphy or similar. Experience 
and private enterprises in in institution building, muni- 
75 countries. cipal management and fi- 


Multi-disciplinary urban | nance would be an advantage 
and regional planning is опе | as well as knowledge of. 
of our many activities. French and Malayan lan- 

We require the services of | guages. ; 

a senior planner for work in. .. Please write in confi- 
Third World countries. The |. dence to COWlconsult, Con- 
applicants — preferably team | sulting Engineers and Plan- 
leaders — should possess ners AS, att. Jan van der Zee. 
extensive experience on in- e OE LS 


Mr В, Godson, British Gas. Mr R. Grove-White, Council for & ONS L i it 


Protection of Rural England Mr 8 W. Orson, Electricày Counci) Mr ``. Consulting Engineers and Planners AS 
. Parker, National Coal Board. McA. E. Vicars Miles, Sheil UK Ltd. ihe ОУКЕН: Ў Г zm 
Fee (to include a buffet reception after the proceedings): £55 45, Teknikerbyen, DK-2830 У, m, Copenhagen, Denmark 
| басары рунан нл ун лм ан TM Telephone: 45 2 85 73 11 | 
m. , Hoom 5,406, zs ion Street, RA i 
Telephone 01-405 7686, ext 2602 :37280 cowi dk 






The London School of Economics and Political Science 
INTERNATIONAL RESOURCES PROGRAMME SYMPOSIUM 


C ENERGY SUPPLY OPTIONS IN A RESOURCE-FULL 
.. NATIONAL ECONOMY: THE CASE OF THE UK 
Э on 


Monday 16 June 1986 from 2.30pm to 5.30pm 
: inthe New Theatre (Room E.171) 


Chairman: Protéssor Christopher Foster (Economic Assessor, Sizewell inquiry) 
Contributions by: 





















Monetary 
Economist 


"E have a vacancy in our International Fi xed Interest Department 
| y fora Monetary Economist. The prime responsibility will be to assist 
in the forecasting of interest rates and exchange rates for the leading w ork і 
economies. 
| The successful candidate is likely to be aged 25+ with a good degree 
in economies, followed either by some experience w orking авап 
economist in currency or bond markets, or by further academic work 
specialising i in monetary economics, We seek an individual who can 
communicate effectiv ely and who has an intrinsic interest in the world. of: 
volatile financial markets. 
À competitive salary and a full range of fringe benefits wi ll be 
available to the right person. 
Please write, enclosing a detailed CV. to: A. F. Brignall Esq... 
Head of Personnel, Hambros Bank Limited, Bishopsgate, 
London EC2P 2AA. 


HAMBROS 


ECONOMISTS 


The Economics Department of Barclays Bank has vacancies for Economists. ; 
The Economics Department is situated in Poole, Dorset and employs over 30 graduate 
staff, engaged in varied research work. Emphasis is on applied work with a view to assisting 
enior Bank management in decision making, as well as providing a service for the Bank's 
omers at home and abroad. The Department is divided into three main economic 
ctions dealing, respectively, with developed economies and financial markets, industry 
| analysis a and country risks. Current vacancies would be particularly suitable for Economists 
est in developed countries, international financial markets. or developing - 
: didates should possess a good degree in economics and several years of - 
relevant work exp rience. However, consideration will be given to graduates without work - 
. experience if they have an exceptional academic background. Salary will be approximately 
£12,000 p.a. 
- Fringe benefits include non-contributory pension, bonus and profit-sharing schemes. 
i If interested, please write enclosing c.v. to: 


Mr D Gorman, Manager, Economics Department | 
Barclays Bank PLC, Barclays House, 1 Wimborne Road 
pegs Dorset инь 2BB 
































STRATEGIC - 
PLANNING | 


Lausanne, Switzerland. 


Philip Morris is a leading international company with a reputation built 
on quality consumer products, innovative marketing and excellent financial 
performance. 

: The Philip Morris EEMA Regional Headquarters is based in Lausanne, 
Switzerland and covers the cigarette business for EFTA, EASTERN EUROPE, 
MIDDLE EAST and AFRICA. We are expanding our Strategic Planning and 
Special Projects unit and seek to recruit 


Outstanding Strategic Planners 


Working on directives from Senior Management, you will support and 


promote the formulation of our Regional strategies, addressing the marketing, 


financial, and general managerial aspects of our business. Specifically you will: 
e undertake individual business studies with the objective of 
developing and recommending optimal business strategies, 
€ assist line management іп strategy implementation, 
€ support the preparation, consolidation and implementation of 
the Regional Five Year Plan, 
€ monitor Regional progress against strategic objectives and 
report key developments to senior management. 
Aged 25-30, to succeed, you need: 
@ an MBA with concentration in Marketing, International 
Business Economics, or Strategic Planning, 
€ at least three years experience in strategic marketing or 
business analysis, with an international orientation, 
e fluency in English, French highly useful, 
e an aptitude for independent and creative work and the facility 
to deal with people in various functions. "e 
i These positions offer excellent career prospects andan attractive salary 
with a comprehensive benefits package, which includes relocation assistance. 


If you are interested in working with a dynamic team of professionals in. 
a company which offers first class conditions, please write in confidence with 
full career details to Mr Dominique Herrmann, Manager Employment and 
Personnel Services. 


PHILIP MORRIS 
EUROPE S.A. 
-EFTA, EASTERN EUROPE, 
_ THE MIDDLE EAST 
- AND AFRICA REGION 
Avenue de Cour 107, 1001 Lausanne, Switzerland. 3 
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- APPOINTMENTS. 







































| ручну of Liverpool 
OF LONDON POLYTECHNIC 
* for Urban Studies PROGRAMME dd FACULTY OF LAW ; 
RESEARCH STUDENTSHIP OFFICER RESEARCH FELLOW 
" Applications are invited trom good hon- Applications are invited for the post of Research Fellow in Law. the projected area of research ів: 
: _ Required by international voluntary agen- 
meme волова | | Sess Sas осе EX creed tiefe lieu 























Applicant ye Apes rch ar паме с btained oh degree. 
s should have research experience or have obtained a resear 
Research i folnwships are tena! bie fr pian "gabe | be extended into a third year: 
Et pais trently on the scale £9,114 күү 609 pa-£10.092 pa including London Allawarice of 
£1 pa. it is unlikely that successful candidates will be appointed to the third point of this 


for further details please telephone Mr L. Armour on 01-283 1030. 








oe with өе of develop- 

ment work overseas, free to travel six 
months of year. Ability to communicate at 
ail levels in the field. Some pow 


Гая 30s. Salary: £8, 000-£10,000 + OSA 























re Or P. Wd. oy and br it e Pe ipi eria es outre Gy Con Тед Т 
Madden, Department of Civic Design. Houndsditch, London ЕСЗА 7BU. qu еч be! о The closing date for 


applications will be 20 June 1986. 

THE POLYTECHNIC 15 AN FQUAL OPPORTUNITIES EMPLOYER. 
Applications from women, members of ethnic minorities and the disabled are егег 
particularly welcome. . A 







i: 051-709 6022, ex 2525). 


Applications, including curriculum vitae 
id names of two referees, should be 





prane 0444-412423 or further ir 





ECONOMIC AND FINANCIAL SERVICES 
- CONSULTANCY 
Attractive South Coast Location 


The name of Ewbank Preece is synonymous with the highest standard of 
engineering consultancy. The company employs some 1,400 staff located 
in over 40 offices around the odd. Successful projects have been 
carried out in all five continents in the fields of telecommunications, 
energy, oil and gas, commerce, industry and building services. 


Financial and economic evaluations play a key role in the overall design.of 
any such project and are undertaken by the Economics and Finance 
Division of the company. This Division comprises a team of specialists 

with qualifications and experience in accountancy, economics and 
finance in many market sectors in both developed and developing 
countries. 


As a result of an increasing workload, the following two positions have 
been created: 


SENIOR FINANCIAL ANALYST. c£15,000 


Preferably you will have a degree in Business Studies or Economics ger a, 
professional accountancy qualification, together with 3-5 years' 
commercial experience. 


ECONOMIST c£13,000 


You will have a degree in Economics or other relevant subject together 
with 2-3 years’ post graduate experience. 


in both positions, you will require a knowledge of сор! о s. You 
should have a flexible approach to your work with an ability to 
communicate effectively with engineering and technical staff. An interest 
in, and a willingness to, travel overseas is a requirement for these 
positions. 


In addition to the salary levels indicated, an attractive range of fringe 
benefits is offered, together with generous relocation assistance where. 
necessary. 

Telephone for an application form or write with full career details to 
Mr S.P. James, Personnel Manager, Ewbank Preece Consultin: 

Limited, Prudential House, North Street, Brighton, Sussex BN11RW. 
Telephone: Brighton (0273) 200765. 


Ewbank Preece 
Consulting Limited 


A MEMBER OF THE EWBANK PREECE GROUP 





Department of Management Studies 
„For Tourism and Hote! industries 
JALECTURERIN 

SOECONOMICSITOURISM 

"Suitable candidates will be honours 
| graduates with a track record of re- 

"Search, preferably in the field of tour- 
: The person. appointed will contrib- 















m particulars г 

_ {һе Academic Registrar (AA), Universi- 
‚Чу of Surrey, Guildford, Surrey GU2 
~SXH, or telephone Guildford (0483) 
871281, ext 2031. Applications from 
: men and women, in the form of a 






















| "GENERAL MANAGER 


v | Seeking individual to manage ie. 
| Small Enterprise eng с FE 
] sation (SEFO) in Liberia. SEF еа. F 


“| financing institution. Duties include: 
-. | exercise operational responsibility: 
x] for ЗЕРО loan portfolio; supervise 
4] local staff providing assistance to 
| smalimedium scaled businesses: 
tL incollaboration with Business Advi- 
| S Service General Manager and 
ЗЕРО President, form the manage- * 
: ment team of the programme. 
5] Requires: MBA: or equivalent de- 
h ge n. i area of banking, finance. 
: ars of commercial banking, 
41 dev finance experience, 
«| two or more years of overseas. 
j experience АА laust fiva years of 
| managerial experience in a finan- 
Gal institution. : 























































APPOINTMENTS | INTERNATIONAL PROPERTY - 








University of Birmingham students. SWITZERLAND. 


_ Department of Economics The appointment will be from 1 October 3 Йй І А 
"TWO-YEAR TEMPORARY 1986 to 30 September 1988 and will be LAKE GENEVA or MOUNTAIN RESORTS 
; Foreigners can buy lovely apartments or chalets with magnificent views 


ALECTURESHIP made in the lower part of the lecturer 

Applications. are invited from suitably kan £8,020 1901590; pus oes: MONTREUX, VILLARS, VERBIER, LES DIABLERETS, CHATEAU D'OEX NEAR 

qu alified candidates with training іп any Further particulars and application form GSTAAD, LEYSIN. Prices from SFR 123.000. Mortgages up to 85% at 65% interest. 
ea of Economics. It is hoped that the from the Assistant Registrar (Com- 

successful candidate will mount a third- Merce), University of Birmingham, PO 

year course on the British Economy, Box 363, BIRMINGHAM B15 2TT, to 

contribute to second/third-year courses Whom the form should be returned by 

in micro or macroeconomics and un- 20 June 1986, quoting reference C/ 

dertake tutoring and supervision of un- 4150 

dergraduate and postgraduate Ап Equal Opportunities Employer 








































GLOBE PLAN S.A. Av. Mon-Repos 24 Tel (21) 22 35 12 
Visits welcomed CH-10005lasuanne | (21) 20 89 97 
also weekends Switzelland |. -, s Tix. 25185 melis ch 








LAKE GENEVA 
MONTREUX 


Foreigners can buy lovely aj айак or chalets with magnificent *w, Prices from 
Sfr240,000. Mortgage possibility: 80%. Interest: 64%. Or an excellent investment in 
commercial business with a good rental income. 

EMILE КОНИ, SA, Route des Hôtels, 1884 VILLARS. 
BITE Р Phone: 025/35.15.33 Telex: 45 


Economist 


































| SWITZERLAND | 
MEETS APARTMENTS & CHALETS 












is looking for Fine selection available = : 
h authorization tor forei : zm — 
Lain cens ud oci roel: .PARIS FURNISHED APARTMENT 
-< ECONOMISTS Reasonably priced. Excellent terms. Кш one room to penthouse, weekly. oi 
also on weekends by appointmen 


GLOBE PLAN S.A., Av. Mon Raps p 4, monthly rate. No agency fee. PAA 9 









3 for its CH-1005 Lausanne, Switzerland. rue Ursulines, 75005. Paris. Tel: 43: 
INTERNATIONAL ECONOMIC APPRAISAL SER- те (02M 223812 тк те MELSCH | | 253809 or 439-293889. — 
VICE (IEAS) 











TEAS is.an information service providing economic analysis and forecasts, 
statistics and credit risk assessments on 95 countries. 


Ar least one vacancy, possibly two, will occur shortly. Appointments will be 
made at either “assistant economist" or "economist" level depending on the 
successful candidate's qualifications and experience. Applicants for an assistant 


Industrial and residential properties. 


Riverside county. Approved for devel- 
opment, Contact: i 
















HOTEL IN AMSTERDAM 


An elegant first class hotel in the heart of 











economist post should have a degree in economics, a minimum of one year's Amsterdam's shopping, cultural, and "m. | 
relevant work or postgraduate research experience. the ability to handle business centre, conveniently situated stn смену, уг ent Inc dj 
economic statistics and to write clear and concise reports on countries. near бе van Gogh Museum and nike. N. Franklin Street | 
Applicants for an economist post should have a minimum of three years’ relevant conference rooms, sauna, lii. and сут Falls, ie USA JSA 44022 


fitness-room. 

Selling Price US$ 3.5 million 
Box No 3482, The Economist, 25 St 
James's Street, London SW1A 1HG. 


work or research experience (preferably concerned with the analysis of develop- 
ing countries), excellent writing ability, confirmed skills in handling economic 
data and forecasts and son: knowledge of econometrics. They should be able to 
assume early resporisibility for analysis of a region of the “world co-ordinating the 
work of one or more junior staff and outside contributors. 


|. Experience of the Far East and/or the Indian sub-continent would be particularly 
. useful for one of the posts. Knowledge of other languages and computer related 





















PRESTIGIOUS 
| PALLADIAN RESIDENCE 


Бати, close M25. for airports: and» 
London. Stunning эйе: pen and 















experience would be additional assets. IDEAL FOR THE ЕИ BUSINESS 

Competitive salaries and attractive fringe benefits will be offered. WI A N 

Please contact: S TZERL D ones ove rise. em 
diem UALPE DES CHAUX NEAR VILLARS Tel: 093287 4306. 


Mrs Jill Leyland, Business Manager, IEAS, 
The Economist Publications Ltd, 


to Miss 
Sinclair, 298 анаи Bri th Bridge Road, Ful- 
40 Duke Street, London WLA IDW. 













SCOR MENTS 
BUSINESS & PERSONAL m 


|. FUTURES. Trade the opportuni- | YOUR BUSINESS ADDRESS IN THE 
ties. Darcy Vernier, 336 Lafayette | NETHERLANDS. Fully serviced of- 
Street, New Orleans, 70130. (800) 535- | fices, secretaries and business adviso- 














OVERSEAS POSITION 


рор “WANTED - 
































6988 USA or 504-524-2742. ty services, phone, telex mailing ad- with commanding views of the 1 Nigerian ae in UK. 
dress EXECUTIVE SERVICES Alps, skiing to your door, only "ability in. marketing and business manage: 
AMSTERDAM, POB.70385, 1007 KJ 90 minutes from Geneva. Fee i$] ment. Good communicator with initiative and 
simple ownership. Financialand. Ж О |. drive, seeks post or appointment as represen- 






BEAT DJI BY 300% Amsterdam, Holland. Tel: (0) 20- 


716566. Tix: 14273. 
{ Million Has Grown To Over 
$22 Million With Income & Profits 
IA "Reinvested 1973-1985 ^ 


social privacy assured. Chalets |..] | tative to be based in настр brio 
from SF620. 00 to ЅЕ890.000. i considered. 















| after commissions without leverage CCM ; in Davos, Switzerland i 
: x market timing. Advice on Under- Е pope GOVERNMENT. PUB 
1 alued Growth Stocks. Маты incorporation and Management of UK and The Harbor Group, L RE 57 AFFAIRS спн мору к 
: Medo $50,000. major off-shore companies with services in- 4000 Westerly PL, Suite: 5С ЕЕ 
] : n ee of Trusts, nominee ser- Newport Beach, Ca. 92660 F 1. мра ме pe experience, seeks. corporate 
Write or call nt ;effice and company 714-851-1951 J|. | orpoen п New Yo City area Strong back 
Edwin Hargitt & Company SA Contactus at: | Е @ їп international trade, economics, and 





n Hargitt а Company 64 dune cus ми ise, Doug- F Alpe desChaux SI: Дарат іарбие, anaytcai and wring sits, 
fonua de Savoie 10 las, isle of CH-1882 Gryon; Switzerland LE Bend ee 


Ta 4121 2A ЛЕКСА KoE Bongin nt | 257681552 TLX 456121 ACHXCH 






OVERSEAS POSITIONS 


paying positions available 
. Many attractive 
foralloccupations, 
, professionals, manage- 
nt, technical personnel etc. 


«v [Рог tree information about our publica- 
нана ани ; 





Box dbo fown TSP 3C] 307. 








E 
REQUIRED 


С We would like to talk 


"We are looking worldwide 


FOR AGENTS TO 
. REPRESENT US 
We have an established history of suc- 
‘cess in. Commodity Fund Management 
"and now we wish to talk seriously with 

" people who would like to be involved 
какысы 
ae trading ee 


















and excellent. sales support 
from Head Office. 
ovp f you wish to hear further on the 
"| terms of an agency agreement with 
С us please write to: 
| |, Box 3463 

«The Economist 

25 St James's Street, 
London SW1A 1HG 
























in just 5 years 


I* Managed Futures 
account programme 






| BUSINESS & PERSONAL 

































INESS OPPORTUNITIES 


NO REWARD! 





a f ж $5, 000 into o $64, 000 
“source 


Ж Fully audited track 





P - ша тш a m n ши шш m ша ша юш 
T Please send me details on your Investment Programme 
Ne 





US IMMIGRATION 


Obtain beth US Residency and ex- 
cellent financial returns through US 
investments. Guaranteed results. 
АЙ matters handled by ficensed US 
Attorney/PhD Economist. 


Contact: Edward P. Gallagher, 


PO Box 70302, Washington, DC 
20088 (USA). Tet: (301) 984 8319. 













180% AVERAGE PER YEAR 
FOR PAST 5 YEARS 
PETER BRANDT'S OWN 
TRADING RETURNS 


Commodity Traders Consumer Report addi- 
tionaily tanks Peter Brandt's newsletter the 
bd Report" No. t in the US on return in 
in-equity 180%, lower risk per trade 
$5 and: ing among th the smallest drawdown in 
equity $3 Д prise will be t be accepting a 
limited number of S where 
НБ ONLY COMPENSATION N WILL E ae А PER- 
NTAGE OF PROFITS. For full disclosure 
Padi track record and FREE COPY of 
Factor Report call Vanguard Brokerage Corp. 
Pro 5561, 1-800-221-2917, or 212- 

















investments can be made only after re: Disclosure 
Documents outlining fees and charges. Past perfor- 
Manes is no guarantee of future returns. 





THE 
BARKSTON HOTEL 


Situated in the Royal Borough of Kensington: | 
and Chelsea within walking : АА of Eari's 
Court underground station for direct line to 
Heathrow and Gatwick via Victoria. 
Also nearby i is the World Famous Earl's Court 
ao Centre and Olympia Exhibition 
s. 
Bar. Restaurant, Lounge. All rooms with full 
private facilities. Superb accommodation and 
excellent service. 
The Barkston Hotel 
Barkston Gardens 
Telex 8953154 BRKSTN G. 


ж No tax deducted at 


*k Limited liability 


Minimum investment 
£5,000 or sterling 
equivalent 





00/02 і 

















TRADING COMPANY LTD 


5-9 Hatton Wall, 1 
London ЕСТМ 8HX 














май coupon to: Randell Securities Inc, Sth Floor, Europe House. World 









PANAMANIAN С RPORATIONS | 




















MINING INVESTMENTS 


US mining geologist, PhD, 17 years’ 
international experience, references, 
will investigate your project: before (or 
after} you invest. Other сотне 


aiso. Deutsch, Español, 
DR FRED BARNARD. 
1835 Alkire St, Golden, 
Colorado 80401 USA 
Tei: (303-232-1553 
Tx:296466 DWLS UR. 


US IMMIGRATION 


QUALIFY FOR US RESIDENCE 
via a creatively structured. ‘Business 
Investment" programme, $10,000 in- 
vestment will return 18% guaranteed 
dividend. Minimum. units $2,000. Re- |. | 
tail and. Service Businesses for sale 
from $75,000. UK's longest estab- 


‘| ex: 3121 KE 
| 23-4819 












lished US  Business/Immigration com- 
pany. Detailed brochures. 













British American Consultants inc, 
1665 Palm Beach Lakes Blvd, 
West Palm Beath, 
Florida 33401, 


USA. 
Tel: 305 689 8998. Telex: 466 740. 







Ma , 12191 
who Pr transmit, 




























































ECONOMIST 
For information about 
classified advertising ` 


A COMPANY FLAT 
IN SW1 











Your guests and executives opportunities 
visiting London could. stay: in contact 

your fully furnished апа Elizabeth Harvey-Lloyd 
equipped Company flat in The Economist Newspaper Ма. 
SW1. More comfortable than a 25 St James's Street 
hotel room. Facilities include serach ML 
restaurant, bars, heated pool, Telex 24344 ECONG 


Squash, Sauna, Travel and 
Theatre ticket agency and ga- 
rage parking. 

Available on 3-6 months Com- 
pany lease. 


Tel: 01-798 8567 







or 
Margaret Medlock 
The Economist Newspaper Lid 
10 Rockefeller Plaza 
New York. NY 10020 
Telephone: 212 541 5730 
Telex 148393 




















A UNIQUE INVESTMENT OPPORTUNITY | 
COMMODITY FUTURES TRADING WITHOUT PRINCIPAL RISK 
Ап csclusive opportunity to. participate in Charles W. Wilson's trading: 
success, 30" cumulative return fordast 4 vears (audited). 
SECURED TRADING LTD offshore Cayman Islands shares fund: Ваве: 
many investors who are discovering how to engage in the speculative 


trading of commodity futures and to own interest payments stripped from 
US Treasury Bonds to avoid principal risk. ' 


For your free prospectus call 44 1 488.3232 
or mail the coupon below, today. 

























Offer not for US or UK residents 


Pwunt to speculate in commodity fitures trading without princi risk; 
please send prospectus to: 














NIC s ac opio Erud? aeta aea 










Address 2. 


„ ЗЕМ. sie B задн й 










КСЛ PET 







‘Trade Centre. East Smithfield. London ET9A4. калы Tele I PETAR: * 


HELLERUP 


SCANDINAVIAN FUND 


LIMITED 


of Directors: E. Brandt (Chairman); С. R. J. Aitken, M. A., LL.B. (Managing); J. G. ting А. Q 


P. L. Gunning; К.Е. К. Larson, LL.B 


V. Grundberg; 


Custodian: Royal Bank of Scotland (1.0.M.) Limited, Prospect Hill, Douglas 
| OFFER PRICE PER SHARE 


aunch (24th April 1985) 
1st December 1985 


100p 
114.9 


с. R. J. Aitken, Managing Director, on 31st January, 1986 “The Fund has made å promising start and is well Sheed 
to take advantage of the investment opportunities which are anticipated in the Nordic countries in 1986” 


i: 27th May 1986 


141.3 


he Fund is quoted daily in the Financial Times under the heading “Offshore and Overseas'' 


o ЫЫ Пыр лее, ы: Эйе сар Sa te’ i tt — ro — as a" in Se as is” spun СЫЙ аНЫ UNSER IUE 


Please send me the Hellerup Scandinavian Fund Prospectus, Accounts and Application Form 


Ж, жаа RR hom а E n 


R.J. Aitken, Managing Diréctöt, Hellerup Bank Trust Corparation а. о. М. A) Limited, Tyndall House, 


| Kensington Road, Douglas, Isle of Man (Tel: 0624 24111) 


NNOUNCEMENT 


SOLVAY & Cie Société Anonyme 


Registered Office: 33, rue du Prince Albert, Ixelles (Brussels) 
Commercial Register Brussels No. 5554 


Sharcholders are hereby invited to attend the Ordinary General Meeting which will be held 
on Monday. June 2nd 1986 at 10am іп the Registered Office to transact the following 
‘ business: 


Reports of the Board of Directors. of the Board of Statutory Auditors and of the External 
‘Auditors оп the operations for the financial vear 1985. 
. Approval of the Annual Statements for the financial year 1985—Appropriation of the 
profits and determination of the dividend. 
. Sanction to be given to the acts of the Directors and Auditors during the above-mentioned 
so financial year, 
. 4, Board of Directors—Elections: 
a) Election of two Directors to replace the retiring Directors Mr Daniel Janssen and 
Viscount le Hardy de Beaulieu, all of whom are eligible for re-election. 
b) Election of a Director to.replace Dr Wilfried Guth. who resigns. 
. Board of Statutory Auditors—Appointments: 
vay Resignation. of the Statutory and External Auditors in office in pursuance of the 
Belgian Company Law of 2t t February 1985 and of the statutory provisions in force on 
Fue 2nd 1986. : 


b) Determination of the member of External Auditor and of the term of their mandate. 
c} Appointment of the External Auditors to be nominated iri pursuance of the preceding 
resolution—Fixing the remuneration of the said Auditors. 
6. Any other ordinary. business. 


КЕСЕСИН 


The Board of Directors wishes to remind shareholders who are holders of bearer shares 5 


that their right to attend this meeting is subject to their shares being temporarily lodged, and . 


blocked, at thé Registered Office of the company or with any of the following banks, not late: 
than Tuesday. May 27th. 1986: 
~ In Belgium: Générale de Bangue 
Banque Bruxelles Lambert 
Kredietbank 
— In Germany: Deutsche Bank 
— In France: Lazard Freres & Cie 
Banque de la Mutuelle Industrielle 
— In Italy: SPAFID - К 
— in the Grand Duchy of Luxemburg: Banque Générale du Luxembourg 
— In the Netherlands: Algem Bank Nederland ` 
— In the United Kingdom: J. Henry Schroder Wage & Co. 
Banque Belge E td. 
— In Switzerlánd: Crédit Suisse 


Shareholders are also reminded of their i ralis: under Article 78 of the Consolidated Trading Companies Acts, dote e 
dii 


uditors' and External A $ у Report on production Of their share certificates. 









ECONOMIC AND FINANCIAL INDICATORS 1 


: REGNILUCEELSNRDSUNLTTENILSSUECRPURUMENELEEESE DUKE DUI MEI 
OUTPUT, DEMAND AND JOBS In April, France's unemployment rate was 10.2% THE ECONOMIST COMMODITY PRICI 
(compared: vith 10.1% in April 1985), and Italy's was 14.0% (compared with 13.0%). INDEX The prod. i 
dustrial production їе! 0.3% in Japan in the year to April. In the year to March, international Сой, 
al production fell in Holland, by 1.9%, but it went up 2.7% in Sweden. Italy's еа 40.7m bags of 
> grew by 0.6% in the fourth quarter of 1985 (equivalent to an annual rate of 2.5%), months to April, the 
fora a rise of 2.3% over the fourth quarter of 1984. years. The rise refi 
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“industrial production GNP retail sales unemployment % rate 
; et. 3mthst 1 year S3mthsf : 1 year 3mthst — 1 year latest year ago 
Australia. 4 36 — +47 T +20 + 4702 *74 —*56(9  79() 85 _ 
‘Belgium _ па - 03  - 05024 119 (ay 132 - 
+48) +21. + $9 (2 8.6 (4) 108 ^ January. This m 
*28(3 +31 +15) 102 @) 101 hac 
X 2812) 470 +533)  90(j 93 166 cents а Ib becau 
ста — 07 3 18() i494) i59 Stocked. But they м 
+_2.3(12) +156 ^ +922124 140 (4)° ^ 130 Until the Brazilian win 
* 43(2) «153 + 55 0) ^ 27(3 26 risk of further frost h 
па $28.8 nil (3$ 206 (4 199 Ё 
* 1612) -38` +19121 25 4)" 28 £ 
* 8802) 4186 — * 29 (D$ og (y 11 1980=100 
*25(3 +50 +484) 132 (4 i29 i 
+216) +61 +446 non. 
10) BL { Dollar index SES Ё 
Lo a ESSIEN IE Č) ETS 80.5 80.2 -31 +69 
PRICES AND WAGES Spain's 12-month rate of consumer-price inflation fell from ial MP S ME E. 
8.696 in March to 7.7% in April, and its 12-month rate of wholesale-price inflation fell All 695 69.2 = 4t = 44 
from 3.9% in January to 3.0% in February; its hourly wage rates went up 9.8% in the Nia 77 778 “ЯЛ RTA 
year to February. French wholesale prices fell 2.0% in the year to December; Metals 65 5з uu 19 9E 
Australie s went up 8.1% in the year to January. Sterling index : 
All items 1233 123,8 -01 -M2. 
Food 1415 1420. -~24 - 13. 
wholesale prices* wages/earningst Industrial 
3mthst 1 year З mthst 1 year All 106.5 106.8 +418 205 
+56 +81 (1) + 93 + 6001) _ Nia’ 119.1 1198 +17 +258 
1) +127 (12)" _ Metals 972 974 £19  -237 
+70 2)" SDR index oe 
$ ы u All items 895 907 -07 = 72. 
1 (4) +54 (S) . Food 1027 1040. - 30 +25 
T industrials ү 
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+16 (4)  -106 Bay +25  *24 (4 Crude oil (spot) North Sea Brent 


s in manufacturing. except Australia, weekly earnings: d and Switzerland, monthly earnings: Belgium, $ per barrel 15.18 14.05 +129 -476 
SA. Noury eamings: Ee y: des potet oe zin "Non-food agriculturals. 

















; ; 8 3:0 
New York and London were by far the Population of the world’s biggest cities з бт 
biggest cities (in terms of population) ‚ € 1950 185 хс $e 
_in the world. However, by 1985, New РИТЕ 
. York, with 15.3m inhabitants, had . "M a? i 
been overtaken by Mexico City $ к $2. $ \ 14 
_(18.1m), Tokyo (17.2m) and Sao Pau- di $. 5 g3 5 
fo (15.9m), while London had slipped 12 2 BFF se bea 8]. 
| right back to twelfth place. (Note that [^ ob P3858 2.7 | 
| these figures are for the whole conur- .:85.2582821529 92? m 
tion—eg, Tokyo includes Yokoha- |s 5222325305900??? 
London is the only great city $ ví : өө е 


. whose population has shrunk during |е g 
| the past 35 years: from 10.4m in 1950 
| to 9.8m last year. Third-world cities 
. have grown at the fastest rate: Seoul, А 
|; Baghdad and Tehran have all'expand- _ 
| edatan average rate of more than6% о e : | [ sl. 

year. ip “Source: UN А * And Surrounding sra o 


















Footnotes "applicable to ail tables. All figures seasonally adjusted except where танна stated. *Not seas. 7 ry tenes of latest 3 monins | 
pared ı wih 1 ауөгаде с of previous 3 months; at annual rate. n.a. ‘Not available all figures in brackets denote. month of indicator... 






























































j: STOCKMARKETS All the 
world's big stockmarkets have hit re- 
cord highs this year. However, if 
stockmarket indices are adjusted for 
inflation; many are still well below their 


1982; New York's Dow Jones industri- 
al average has risen 135% in nominal 
"terms, but this has not been enough to 
wipe out the real losses suffered by 
vestors in the 1970s. To regain its 
73 high in real terms, the Dow 


s index needs to reach 2,650; this 





is even further to go: the FT ordinary 
dex (1,325 this week) needs almost 
to double to. 2,450 to regain its real 


topped their previous real highs: To- 
kyo (up 28% from its 1973 peak), 

'aris and Frankfurt (where the previ- 
ous peak was back in 1969). 


Tokyo: 


" 


industrial 
average 






infiation- 
adjusted* 





80 85 86 latest 
* Adjusted for consumer price inflation 


75 





al peaks in the early 1970s. Since | 


k it stood at around 1,850. London | 


| peak. Three markets have already | 
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TRADE, EXCHANGE RATES AND RESERVES France's visible trade deficit rose sharply to $666m in April; the«t 2-month defi 
‘widened to $2.3 billion. Britain's trade deficit narrowed from 
„count back into surplus; its 12-month surplus increased 
-during the week; it was up 0.4% against the yen and 1.596 against the D-mark. 






WORLD BOURSES Wall Street rose 3.9% during the week as the dollar's stre 
boosted hopes of lower interest rates. Paris slumped 12.2% on fears about the he 
of the French economy, and Milan fell back 6.5% from its record high. 
















































Stock price indices 5.95 Change on : 
May 1986 one one теси 51/12/85 
27 high low week year. high... in local 

Australia __ 12009 124770 10108 +21  * 357 — - 37 + 196 +. 
Belgium _ 36658 37002 27668 K 7569 - 09... + 245 +394 
Canada 30626 31291 27540 +085 +118 -2| + 56+ 7 
France — 8560 4113 2678 -122 + 556 134 + 339 . + 9B. 
W. Germany 19490 22788 18636 +04 + 494 -М45 - 01 +7 
Holland ___ 286.4 289.7 240.4 175 +37 -1i +121 +20. 
Hongkong 18163 18657 15600 2. 786 +3 
Waly _ 849.1 908.2 4547 — 65 | + 98 
Japan 16467.3 164673 128915 + 48 
i CA 
uel 

















Money supply 
% rise on year ago Money market 
Narrow Broadt Overnight 3 months 













































(M1) lending 3 months. long-term ; po 
Australia nil — 150 (4 1350 1485 1770 1450 1280 1380 1447 116 
Belgium + 36 + 53 (9) 735 760 1050 720 $835 10.05 763 ^ na 
Canada + 49 + &1 (4 875 8.50 1025 ^ 850 ^ 910 1025 à^$819 9& 
France + 44 +5602) 738 7.31 $960 7.00 à 779 946 _ 738 862 
W.Germany + 9:2 + 48 (4) 410 465 700 423 645 625 463 60 
Holand _ +67 +10.3(12) 688 600 800 $600 ^ 6.39 685 &94. 641 
italy 4104 -110(12) 1300 1288 ^ 1525 ^ 1150 1099 3 1006 1150 na 
Japan 4 39 + 90 3) 419 $466 413 213 3à— $528 à 620 488 - 57 
Span +127 +129() 1193 1127 1500 650 1174 1932 1128 па 
Sweden па + 30 (3) 1050 1100 1275 . 998 1009 1120 10.38 ; 
Switzerland + 18 + 60(12) 1269 ^ 463 675 375 S42 ATT i 
UK 1198 4159 (4 1000 994 1100 981 8.01 998 _ 
USA +122 * 77 (4 713 638 8650 673 808 900 





Other key rates in London 3-mth Treasury Bills 9.5%, 7-day Interbank 10.2%, clearing banks’ 7-day 
Eurodollar rates (Libor): 3 mths 7.0%, 6 mths 7.0%. a | 
3M except Australia, Canada, Spain, Switzerland, USA, W. Germany, M3, Japan М2 + CDs, UK £MS. Definitions of it 
rates quoted available on request. Sources: Bank of Bilbao, Chase. Manhattan, Chase Econometrics, Banque de Ci 





отте 
(Belgium), Nederlandse Credietbank, Credit Lyonnais, Svenska Handelsbanken, ANZ bank, Credit Suisse First Boston. Th 
rates are indicative only and cannot be construed as offers by these banks. ШЕ. 





$1.8 billion in March to $284m in April. This pushed Britain's сште 
to $5.7 billion. The dollar's trade-weighted value gained anothe: 
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Trade balance" current- Trade-weightedt currency units per $ currency units “foreign 
Фп account exchange rate SOM 
latest latest 12 balance $bn aid 
month: . months latest 12 mths latest — yearago latest увагадо perf perSDR .perecu - 
= 044 (à — 20 — 97.4) 621 66.2 1.39 1.51 208 160 130. 
737024 (0) - 09 = 04 (9 947 5 627 І 525777140. 
4.0.91 (3)  * 100 — - 1902 79.9 Ih 
-.067(4  - 23 x 0.612) ^ ^ 685 
x377(3 .— 4309 o * 185 (3 ^ 4. 13397 — 
.3 04012) + 26 + X 45(9 1240 
= 083 (3 . — 113  —- 88(8 45.9 
+616 43). 2242616. + 55:4 (3 20: 
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N ELECTRIC DISH 
HAT HARVESTS THE SUN. 


amitating nature, our new electric generating 
dlant draws its strength from the sun. 

Just as sunflower blossoms turn to follow 
Һе daily path of the sun across the sky, our 
'dish" of curved glass mirrors is 
programmed to tilt and turn to the ideal 
reflective angle for every minute of the day. 
The mirrors focus the sun’s rays on the 
surface of a stirling engine, heating closed 
zhambers of gas to drive its cylinders and an 
attached electric generator. This unusual 
engine, invented a century ago, is only now 
veing linked to the power of the sun and put 
о use. 

Each dish/stirling generating plant can 
produce up to 25 kilowatts of electricity. 

“These plants can be gathered in fields 
:apable of generating up to 50,000 kilowatts, 
zonverting the energy of the sun to electricity 
at efficiencies up to 28%. The modular design 
and independent operation of the system 
makes it particularly valuable for remote sites 
and for growth as regional needs increase. 
We're creating breakthroughs in the way 
hings work and the way people live. 
We're McDonnell Douglas. 


For more information, write to: 
Solar Power, McDonnell Douglas, Box 14526, 
St. Louis, MO 63178 
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SPACE & MISSILES MILITARY & COMMERCIAL AIRCRAFT INFORMATION SYSTEMS 


HELICOPTERS HEALTH CARE FINANCING 
© 1986 McDonnell Douglas Corporatior 





some 550 million football fans will be watching the 
World Cup in Mexico this year. That’s the global television 
audience for most of the 52 matches being televised by Tele- 
mexico, a combination of the Instituto Mexicano de la Televisión 
and the largest TV network in Latin America: Televisa. 

То епѕиге highest quality and reliability, they chose Philips 
as supplier of TV broadcasting equipment for the 1986 World Cup. 
Over 200 of our computer-controlled cameras will capture 
the thrillsand excitementofevery game, whileouroutside broad. 
cast vehicles will provide complete TV coverage at each of the 
12 World Cup stadiums. 

So that you and millions of viewers the world over can 
enjoy the greatest sports event of the year. 
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Philips video technology is equally at home in the home. 
We are the world’s leading manufacturer of TV equipment. 

All with true-to-life picture quality and superb sound. 

And our video recorders, cameras and cassettes have 
set high standards in home video entertainment. Perfect broad- 
casting, brilliant reception. From kick-off to final whistle. Live 
transmission or video replay. 

You'll be seeing Philips again at major sports events the 
world over, including the 1988 Winter Olympics in Calgary, 
Canada, for which we have supplied the lighting, and the 
Summer Olympics in Korea, where our TV transmission systems 
are already in service. 

Philips. The sure sign of expertise worldwide. 


PHILIPS 








“How do you get 
productivity maving: 


"Talk to-Gc 


Keeping the wheels of industry turni i 


Gould Industrial Automation Sys- 
tems have helped to turn exist- 
ing labor-intensive manufacturing 
operations into efficient, integrated 
production systems, thatare flexible 
enough to adapt to shifting product 
cycles and smaller production runs. 


As well as being increasingly used 


in the automobile industry, these 
Gould Industrial Automation Sys- 
tems are used in electronics, food 
processing utility, chemicals, and 
aerospace. 


Gould is also predominant in four 
other rapidly expanding markets. 
Information Systems, Instrument 


Systems, Defense Systems 
Electronic Components, inclu 
semi-conductors. 


To find out more about Gou 
capabilities, write to: 

Gould Inc., 10 Gould Center, Rol 
Meadows, Illinois, 60008. 
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Eagle grounded - 
Western space programmes 
can recover, pages 79-82. But 
answer these big questions 
lirst, page 11. 


Britain goes back 

To slow growth, page 53. And 
if Labour wins, on privatisation, 
page 13. Tories' cash crisis, 
page 54. 






















































Sicilian attack 
The new mafia and how to 
defeat it, page 87. 


Helmut-the-Pooh 

West Germany's chancellor in 
an Eeyore world, page 45. The 
Tiggers of France, page 48. 
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Like yoghurt 
Nicaragua’s.is a living culture. 
page 90. The contras in 
ferment, page 90. Example 
from Е! Salvador; page 29. 


Drive 70 


And, in America, lose your 
highway funds, page 41. 


Fag end 


BAT diversifies, pages 77-78. 
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Shifting Syria 
Is Assad bringing it in from the 
cold?, page 12. His new anti- 
Arafat offensive in Beirut, page 
24; and frayed link to Iran, 
page 66. 


Mexico's public-sector peso bn 4.000 


IMF target - 





Mexico's own goals 
The mess Mr de la Madrid 
presides over, page 61. The 
drugs Mexico sends to 
America, page 33. 


Divorce heals 
A kindly Irish paradox, 
page 18. 


A KGBman's work 


Trying to break up the 
Sakharovs, page 14. Doing 
well under Gorbachev, so far, 
page 48. The sheriff gets 


Poland's Robin Hood, page 46 
CLA St тгк D DUE. = eS Guo RO mu 





Save t the whale 
Give it a price, page 14. 


Waiting for SALT-3 

No need to wring hands about 
SALT-2, page 16. The worst its 
expiry will mean, page 30 


Euskera 


They do it differently 
Corporate finance, that is. A 
survey after page 52 





Worse than Welsh, page 47 
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World politics and current affairs 


Eagle grounded 

Something up with Assad 
Britain's old commanding heights 
Another Gorki gambit 

How to save the whale 

Hijacks in high-tech trade 
SALT-2 is dead 

An Irish divorce 

International: Cory and the Napoleon factor; Lebanon; 
Israel; India; Argentina; China; Е! Salvador; New Caledo- 
nia; SALT 

American Survey: The war on drugs should begin at 
home; Republicans; Primary elections; Liability insurance; 
Pornography; Speed limit; Cuban detainees; Grizzlies in 
Yellowstone 

Europe: West Germany: Helmut-the-Pooh's honey prob- 
lem; Poland; Basques; France; кбв; Soviet media; Scandi- 
пама; Sweden's poor; EEC trade 

Corporate finance: Topsy-turvy. A survey 

Britain: The bad old days return; Tory Central Office; 
Hospital waiting lists; Race. and jobs; Travellers and 
trespass; Local authority spending; Northern Ireland As- 
sembly; Рау-ту; Sex education; Litter 
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61 


77 
79 


101 


Business, finance and science 


Business this week 

World Business: Injury time for Mexico's economy: Ship- 
building; Money tor Africa; British Sugar; Bob Lutz; Holi- 
days in Spain; North American timber; Cannon group; 
Syrian trade; Japanese nappies; Nappies in Britain 
Finance: West German banks find that big looks ugly; 
Tokyo stockmarket; Wall Street; Britain's merger policy; 
Property lending; Italy's lira; Allied Lyons/Hiram Walker; 
Inter-American Development Bank; Auditors; Accountants 
Company Brief: в ^ т marches on four legs 

Science and technology: Getting up there again: Four 
pages on America's unfinished business in space 
Economic and financial indicators 
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LETTERS 


After Libya 


SIR—I have read recently, and 
seen on several television news 
broadcasts, that American citi- 
zens are being criticised as cow- 
ardly for refusing to come to 
Europe and spend their dollars. 
The general drift of the news 
articles mentions only fear of ter- 
rorism as our justification for 
spending our tourist dollars in 
our own backyard instead of 


_ yours. I think you are misleading 
- yourselves. 


All governments in the Euro- 
pean community claim to agree 
with the United States that ter- 
rorism as a means of social 
change is unacceptable and un- 
justifiable, yet Americans are 
criticised for suggesting an econ- 
nomic boycott of terrorist-sup- 
porting countries. Americans are 
not only criticised but impeded 
when they decide to act on their 
own to make unacceptable acts 
too costly to pursue. What you 
are seeing is not fear but con- 
scious individual decision-taking 
on a mass scale (it is called de- 
mocracy in action) not to bother 
with you until your actions back 
up your (professed) policies. 
Fear does not really enter into it. 
It is more like a decision to go to 
the seashore. People will choose 
a well-kept beach over one that is 
ill-kept and known to hide bro- 
ken glass is its sands. The broken 
glass is not “feared”, the area is 
simply avoided as an inconve- 
nient hassle. 

No movement was organised, 
but the boycott is on. No vote 
was called, but the decision has 
been taken. Democracy often 
takes place in spite of govern- 
ment. So criticise away; we are 
used to it. Send us another invita- 
tion after emptying the trash. 
Fremont, 


California BRUCE WARD 


SiR—'"Cowardly" American 
tourists (May 10th)? The Har- 
rods, Horse Guard Parade, and 
Brighton bombings did not stem 
the flow of American tourists to 
Britain. A more compelling fac- 
tor is money. 

The British inflation rate may 
be a low 3%, but not for the 
tourist. Americans who laid plans 
in the fall of 1985 to go to Britain 
this summer have had to revise 
their budgets upwards by about 
30%. Тһе" 18% rise in London 
hotel prices this year, plus the fall 
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of the dollar, means that the $125 
per diem a couple were counting 
on looks more like $165 now. 

A couple travelling, say, from 
Ohio, who want a decent hotel 
and good food will spend about 
$3,000 for a two-week trip to 
London. Measured against what 
this will buy in the United States, 
Canada, and Hawaii, it is a lot of 
money. 


Brussels IRVING SLOANE 





Nigeria 


SiR—Certain things in your sur- 
vey on Nigeria (May 3rd) were 
unfortunate. The survey was 
truthful—in fact painfully truth- 
ful. However, statements such as 
“a rural people, ruled by rather 
dim soldiers . .. was bound to 
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make mistakes", were both stu- 
pid and unnecessary. 

General Babangida, described 
as a “not particularly clever offi- 
cer", is in fact very astute and 
well informed. I am flabbergast- 
ed by the implication that Nigeri- 
an children in English schools 
and American universities are 
sponsored by what you describe 
as "the principal thieves". These 
are a small minority among the 
80,000 Nigerians in schools in 


England and the 35,000 in 
America. 
To say that "almost anybody 


who can write a passable sen- 
tence in English can get through 
the West African School Certifi- 
cate examinations" is both un- 
true and a grave insult to the 
academic capabilities of the many 
thousands of us Nigerians who 
have taken this exam. 


London B. BALOGUN 


StR—You say that "Nigeria was 
patched together in 1900 for the 
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convenience of its foreign admin- 
istrators". The Europeans intro- 
duced the nation-state concept to 
a continent of 2,000 traditional 
states and tribal peoples. Any 
grouping was bound to be artifi- 
cial and to represent serious ad- 
ministrative and political prob- 
lems. But can one imagine today 
2,000 African mini-states? 

You also say that the principle 
of indirect rule “did not do much 
for national unity". That misun- 
derstanding of the principle was 
spread about in the 1950s by 
young western-educated nation- 
alists eager for power. In fact, 
indirect rule was à dynamic con- 
cept designed to  harmonise 
changing traditional societies 
with the emerging national cul- 
ture and infrastructure. There 
were bound to be tensions in that 
process; but the tensions do not 
indicate failure of the principle. 
As British administrators recog- 
nised, countries such as Nigeria 
need, and will gradually develop, 
political cultures and mechanisms 
sui generis. That will be painful, 
just as the development of west- 
ern political systems has seen 
conflict, revolution, reaction, 
and further revolution. 
Dubrovnik, 


Yugoslavia A. M. HEALY 


SiR—Your survey opens with a 
comment that whatever Nigeria's 
woes, several other African 
countries "have wrecked them- 
selves" despite being "better off 
and better educated to start 
with—think of poor Ghana or 
even poorer Tanzania". Perhaps 
the comment holds for Ghana. 
Not for Tanzania, which arrived 
at independence as one of the 
poorest African countries, poor- 
er than Nigeria and without simi- 
lar mineral wealth, Tanzania's 
overall record since then—politi- 
cally, economically and social- 
ly—while in important ways dis- 
appointing, is yet significantly 
better than the African average. 
This sort of casual jibe in your 
survey may have the effect of 
turning away many potential 
readers who would benefit from 
its coverage. Later on Zimbabwe 
is mentioned in connection with 
the case for private ownership of 
farming land. However, Zimba- 
bwe does not have private land 
ownership .in the black communal 
areas, where peasant agriculture 
has been making important 
strides since independence. 
There is private landholding in 
the so-called black "purchase ar- 
eas", whose performance over a 
history of one or two generations 
has been generally mediocre. 

The Hague Des GASPER 
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SIR—Your survey was particular- 
ly lucid. But could you—ahem— 
have a word with your cartogra- 
pher, who transposed Liberia 
and Sierra Leone on your popula- 
tion map? 


Kuala Lumpur R. M. LiTTLe 





Old people’s homes 
SIR—I must comment on one 
point raised in your article (May 
24th) item on old people's 
homes—namely, that private 
homes rarely take the frail, dis- 
abled or confused elderly. 

My husband and I are qualified 
psychiatric nurses, and for the 
past eight years have run a small 
home which specialises in this 
type of resident. We have now 
been informed by the local social 
services department that we are 
not capable of caring for this 
of person and must take only 
"easier" patients. I hasten to ad 
that we have never lost any pa- 
tients in dubious circumstances 
or had any undocumented, unex- 
plained injuries, despite the men- 
tal and physical condition of 
many of the residents who have 
passed through our hands since 
1978. The hospitals and general 
practitioners still try to place pa- 
tients of this type with us, and 
their reactions when we explain 
the reasons for our refusal are 
often incredulous, and, occasion- 
ally, unrepeatable. 

So, please, do not place all the 
blame on the private home own- 
ers. The 1984 Residential Homes 
Act has placed what often ap- 
pears to be arbitrary power in the 
hands of the local bureaucrats. 
Colchester, 


Essex ANNE ALLAN 





Local elections 


SiR—Your analysis of the Briti 
local elections is faulty (May 
17th). You say Labour has done 
10% better, compared with the 
Conservatives, since 1983; and 
thus, as it was some 15% behind 
then, is still 595 behind now. 

However, Labour polled con- 
siderably better in the local elec- 
tions of May 1983 than in the 
general election of that June. 

This was not just because opin- 
ions changed in the intervening 
month. A Mori poll of late April 
1983 showed the Conservatives 
15% ahead in parliamentary vot- 
ing intentions (which is what ac- 
tually happened); but only 5% 
ahead in local voting intentions. 
The local results were widely in- 
terpreted as showing a Conserva- 
tive lead of 5-6%. 

Thus a Labour advance of 
10%, compared with 1983, indi- 
cates a current Labour lead of 4- 
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AFRICAN DEVELOPMENT BANK 


The African Development Bank.is an international 
development finance institution based in Abidjan, 
ry Coast. Its principal function is to use its financial 
and technical resources for the promotion of projects 
programmes contributing to the development of 
‘the bank's. African member countries. Bank member- 
ship comprises 75 countries, with 50 regional and 25 
regional members. 


is to contract with two individuals 
permanent bec residence status, 


orr nally tax free), nad benefits. Staff and families 
| in Abidjan. Positions involve some inter- 


| working languages, is required and working 
wledge of both languages is essential. 


“Interested persons forward detailed cv, including 
alary history and references, to address below by July 
1986. 


B training centre. Advise on training mat- 
ify staff training needs. Develop a training 


istration, economics, education, management, 
| psychology/sociology or equivalent, minimum six years’ 
: ехрепепсе їп developing economics or project admin- 
dstrati ог training systems design, development, 
rience in staff development, organisa- 


Ürganisation and 
Methods [O&M] Expert 


Central programming unit: Plan, organise and 

ethe AFDB's organisation structure and man- 

t information system. Duties include systems 

ation, cost benefit analysis. Requires Master's or 

n management science, economics, public admin- 

гог computer science or MBA. Minimum seven 

ears’ relevant experience. Knowledge of computer- 
ised management information systems required. 


AR plications should be sent to: 


E > “THE DIRECTOR, 
_ PERSONNEL AND TRAINING DEPARTMENT, 01 BP 1387, 
N 01, IVORY COAST, WEST AFRICA. 


Merrill Lynch Asset Management—with more - 
than 65 billion dollars (US) under manage- 
ment—is the world leader in mutual funds. 
We are currently seeking a Portfolio Manager . 
to take responsibility for Merrill Lynch Inter- 
national Convertible Fund. This new fund 
will be offered only to foreign investors. - 


Credentials should include: 
* A general knowledge of U.S. and Japanese. | 
financial markets 
e The ability to evaluate foreign stock mar- =: 
kets and companies in order to allocate _ 


between markets and select specific issues 


within markets ; 
e The ability to evaluate and manage curren- 

cy exposure in order to maximize return 

in US. dollars 
* Trading expertise in international соп: 

ble markets is preferable 


Salary, incentive compensation, and 
comprehensive benefits package are attrac- 
tive. For entirely confidential briefing, please 
contact: 

Mr. Edward Geiger 

Merrill Lynch Asset Management, Inc. 
Box 9011 

Princeton, NJ 08543-9011 

Telephone (609) 282-2081 


Merrill Lynch is an Equal Employment 
Opportunity Employer. 
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before the recent local elections. 
Nor can the Conservatives draw 
mfort today, for a general elec- 
ion, from the difference between 
ocal and parliamentary voting in 
983. That may well have been 
ue to specifically “national” fac- 
rs unfavourable to Labour; and 
biggest of. those—the 

















































Aichael Foot—may largely have 
isappeared. 

А similar conclusion can be 
eached by comparison with your 
wn analysis of the May 1979 
local elections, held on the same 
ay as the 1979 parliamentary 
lections. Then, your 50-town 
sample showed a Labour lead of 
about 2%; its general election 
deficit was about 7%. You now 
show a Labour lead of over 1596 
in your 50-town sample, indicat- 
ing a national lead of about 6%. 


Canterbury, 
MICHAEL GILBERT 





American women 

SIR-—A little research would have 
shown the writer of your article 
“Why can't a woman be more 
like a woman?" (May 17th) that 
the "discriminatory wage gap" 

isappears under scrutiny. For 
discrimination to be effective, 

there would have to be a conspir- 
acy among male employers to pay 
отеп less despite their equal 
productivity. As for “occupation- 
‘al segregation", many radical 
feminists reject the decision most 
women freely make to centre 
their lives on their families. Most 
"women choose jobs which allow 
them to. care for their families. 
These jobs are less demanding 
and have lower wages. As a 





Brigitte Berger, puts it, radical 
feminists. “may think the strong 
preference. American women 
hold for their families is irrational 
and misguided, but who is to 
decide upon life priorities? 
2... [Such feminists] are unwit- 
tingly superimposing an elitist vi- 
‘sion of what constitutes the value 
Of work upon an unsuspecting 
society." 

The policy of “comparable 
Worth" is:an integral part of the 
attempt. radically to restructure 
western society. Most. western 
women--and mén-—oppose it, 
but are not being listened to. 


Toronto . COLIN BROWN 


South Africa _ 















(May 10th) that, for South Afri- 
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76; as suggested by opinion polls - 


victory, and" doubts: 


Rutgers’ University sociologist, 


SIR—The Economists: judgment 


са, "the concept of 'one-man- 


democratic nationalism...” is 
mistaken.- The- dispensation іп 
Europe shows clearly that peo- 
ples can enjoy democratic nation- 
alism alongside one another with- 
out everybody having to climb 
into a single melting-pot. 
Naturally, blacks in South Af- 
rica want that single melting-pot 
because their majority will then 
flavour the whole of it. Agreed; 
equality all round has to come. 
But the search for it should not 
exclude the Afrikaners having an 
equal right to a history of their 
own—alongside that of the 
blacks. Even the preservation of 
the Afrikaans language requires 
political control of at least some 
territory. Mr Тап Smith in Rhode- 
sia defended the interests of a 
fragment of the world's English- 
speakers (and a few thousand 
Afrikaners); Afrikaners in South 
Africa defend the heart of the 
only Afrikanerdom the world 
has. . 

And where is your sense of 
history? Are people who went to 
war to avoid domination by Brit- 
ain likely now to submit entirely 
to rule by a third-world people? 
An intellectual journal should be 
putting forward dispensations for 
South Africa much more realistic 
than, one-man-one-vote in a uni- 
tary state. The best would be 
joint black-white control of a still 
integrated infrastructure . and 
economy (based on the model in 
Europe), while blacks take over 
all regions except those in which 
Afrikaner history has been pri- 
marily. written—the Transvaal 
and Orange Free State. 

Kempton Park, 


Transvaal Ron SCHURINK 





Berlin 


SIR— Your survey on Berlin (May 
10th) refers to West Berlin as 
“the most easterly European out- 
post of western democracy". This 
may be resented bv the citizens of 
Stockholm and Viénna, both of 
which lie far to the east of Berlin. 
It may also not be appreciated by 
the residents of Altreichenau. 
This village, along with several 
others, is located north-east of 
Passau, in a small corner of the 
Federal Republic of Germany 
which is actually farther east than 
Checkpoint Charlie. 


Vienna Emit M. SKODON 


SitR—Ín your report you have 
reversed the figures for religious 
affiliation: the majority is Protes- 


tant, not Catholic. 


Lancaster | JAROSLAV KREICI 





за unitary State’ 15 the. 
-only- proper interpretation - of 


SIR— There are certainly many 
issues that a pension fund manag- 


er has to confront, but I doubt if. 
your leader (May 3rd) is particu-- 
larly helpful in indentifying or ^ 


resolving these. 
The main problem. issue -you 
identify is "churning" which 1 


“expect means “active trading" in 


pursuit of an unsound objective. 
The unsound . objectives you 


point out are: (1) boosting the . 


money managers, compensation 
(commissions); (2) short-term 
performance goals. 

As far as the first is concerned 
the pension fund manager's ques- 
tions are: what does he pay and 
what does he get for it? You 
indicate that research confirms 
that he pays something and gets 
nothing when the money manag- 
er increases portfolio turnover. 1 
dispute whether the research is 
precise enough to help a manager 
define an acceptable level of 
turnover. 

All the manager can hope to do 
is measure the performance and 
see if value was delivered for the 
price of the service. Pointless 
churning is obviously bad (at 
least it sounds bad), but how: do 
you tell if it is any more or less 
pointless then any other activity 
of the money manager? 

One is always brought back to 
the fundamental question of how 
to measure performance, Which 
is the second point. What you say 
is that money managers are re- 
sponding to wrong performance 
goals. Fashions fluctuate: in. this 
regard and it may well be that the 
current fashion is to look.at short- 
term results. But they may be too 
short. It is always worth consider- 
ing whether you can get a year’s 
perspective by looking аї 12 con- 
secutive months. 

Regardless of the length of 
time over which performance is 
measured, the important thing is 
to be able to reduce comparisons 
to a like-to-like basis. In this 
context, it is pure nonsense to 
make an inference on relative 
skills by comparing a fund invest- 
ed in American venture capital 
with a fund invested in arbitrage 
on British takeovers. 1 do. not for 


an instant believe that one-tenth _ 
of one percent of British pension 
assets is invested by money man- 


agers who have the authority to 


switch the fund from American .- 


venture capital to British take- 
over arbitrage. What your exam- 


ple shows is that different kinds г 
of baskets hold different kinds of | 


eggs. So the prudent money ma 


ager should not put all his eggs in 
the same type of fund. But that is- 


no more than. plain common- 











you say that current perfe 
appraisal techniques. have a de 


bilitating national effect, you are 
making a bizarre and preposter- 
ous claim. The recent ‘vigorous 
health and robustness of British 

has many sources. By 
east of these is the 
increased responsiveness of man- 









agement to owners, which comes 


from owners looking regularly at 

‘the stock price. Do not forget 
that management not only has a 
duty to be wise, clever, creative, 
etc. It aso has. to convince: the 
owners. 





Ci hicago- M McSies 
German beer laws 
SiR—Perhaps the ` European 


Court of Justice, and Mr Franz 
Josef Strauss for that matter, 
should look at the original text 
the Reinheitsgebot of 1516, whic. 
defines the quality of German 
beer (May 17th). Duke Wilhelm 
IV of Bavaria was mainly: con- 
cerned with holding down prices: 
a "measure" of beer was not to 
cost more than “one pfennig Mu- 
nich currency” in winter (when it 
was cool enough to brew it) or 
two pfennigs in summer. 

The statement that it may only 
contain barley, hops and water 
comes as an afterthought. Ger: 
man brewers can nevertheless 
achieve enormous variety in. fla- 
vour, appearance, and alcohol 
content with just these three in- 
gredients—plus the yeast for fer- 
mentation, of course. 


Mettmann, 
West Germany 2l 
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The Economist: 
Intelligence Uni 


Special Report No. 1054 


INDIA TO 1990; — — 
HOW FAR WILL REFORM ш x 
| 



















What are the results at the recent ae 
economic: liberalisation in India? Сап... «| 
it Continue; апа what would be the 
outcome of a sustained commitment 
to such: policies? This feport studies 
; these questions, examines the new 
Five Year Plan and sets out growth 
projections to 1990. it includes details i 
of the-liberalisation programme and -| 
| ahalyses prospects for key industries. — 
“Price including airmait postage: UK and i 
= Europe £95: North ила US$180: Rest of ..; 
с World £98. — 2 j 
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EXECUTIVE FOCUS. 


RECRUITMENT CONSULTANTS 
35 New Broad Street, London EC2M TNH 


Те: 01-588 3588 or 01-588 3576 
Telex No.887374 


Opportunity to set up training function from scratch—prospects exist to reach the Board 


TRAINING OFFICER 


£18,000-£25,000 + BONUS + MORTGAGE SUBSIDY — 
MAJOR INTERNATIONAL MERCHANT BANK | oo 


ym candidates, ages 30-45, who have acquired not less than seven years’ practical training 
y in the financial services field or allied area, and at least two years” actually running Courses 
| ilities will cover the implementation, co-ordination and planning of the Bank's training world-wide, invo 
- establishi d genera induction courses and programmes for graduates and specialists in specific areas. Courses : 
take place both in-houseond:extermally, using both internal personnel and external consultants, The ability tà advise 
and guide senior management on meeting and achieving their staff training requirements is important. A lucid ond 
. positive approach plus the ability to set priorities is key to the success of this appointment. Initial salary negotiable, 
£18,000-£25,000 + bonus, mortgage subsidy, non-contributory pension, free life assurance, tree family medical 
cover, assistance with removal expenses if necessary. Applications in strict confidence under reterence TO4422/E, to. 
the Managing Director: 


CAMPBELL-JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT CONSULTANTS) LIMITED, 35 NEW BROAD STREET, LONDON EC2M 1NH. 
E TELEPHONE: 01-588 3588 or 01-588 3576. TELEX: 887374. FAX: 01-256 8501 


ти T O'MELVENY & MYERS OFFERS 
Vinno Ae. GRANT FOR THE STUDY OF THE 
Young Arab INTERNATIONALISATION or | 
Fxecu AMERICAN BUSINESS—THE 
Executive IMPACT OF INTERNATIONAL 
Jeddah to $75,000 CAPITAL MARKETS 


A leading Saudi trading Bi-lingual in Arabic/ The internationalisation of capital markets is having à pro- 
group seeks an MBA as English; preferably with found affect on financial matters, business and financial 
"Assistant to the President... marketing and/or financial institutions, and governments around the world; ; 
UU Theperson appointed will ^ management experience, 
havean exciting, varied role. possibly an investment nc 
that may include advice, Benker you will be around 30 of up to $50,000, to enable its recipient to und 
communications, investment. with an MBA from a US or thorough examination of an important aspect of th f 
otiation, and "European university. A tax- tionalisation of American business and explore ramifications 
representation. free salary and expatriate for the interests of the United States and its business and legal 
during the Presidents e gy benefits will be provided. communities. This year's sub-topic 15 "The Impact of Interna- 
.Asuccesfu ME A Qs Please.send cv, in tional Capital Markets" Ps LR E 
nro = anfidence, to Application forms for the 1987 O'Melveny & Myers Grant may 
umphrey Sturt, Ref: be obtained by writing Warren Christopher, ОМ 4 
A69/9876/E. Myers, 400 South Hope Street, Los Angeles, CA 9007. 
ЕС Applications for 1987, which should be оп е Бу 10 
vices ber 1986, will be reviewed by John F. Akers, Pre 
PME Chief Executive Officer of IBM;.Bruce MacLaury, P. 
merries the Brookings Institution; John McArthur, Dean of the Наг: 
vard Graduate Schoo! of Business; and Susan Westerberg 
Prager, Dean of UCLA Law School and President of th 
"Association of American Law Schools. ( LONGE 
O'Melveny & Myers 
400 South Hope Street ^ - 
Los Angeles, CA 90071-2899 

















AZTEC WEST 








BRISTOL - 





^ Aztec West is Bristol's big 


| ессен wong 

This unique and spectacularly 
| essive landscaped 
business park covers almost 
125 acres, just half a mile 
distant from the M4/M5 
кийсе. i 





—.. Aztec West has. potential for 
over 2 million square feet of 


offices, warehouseandmanufac- 


| turing units in an environment 
. aimed at expansion of business 
opportunities. All units are for 


lease or purchase with options 


on neighbouring plots for future - 


growth. 


The Aztec West 200 develop- 


ment is the latest in this spec- 
tacular project. Phase 1 offers up 
to 22,310 sqft net of office space 
with full double glazing, sus- 
pended ceilings and integrated 
lighting. There are individual 
central heating systems and 
parking space for 117 cars. Phase 
2isinthe planning stage and will 











64 Queens Road. В 
Telephone t 


Richard Ellis "s 


London WIX GAN 


498 














INTERNATIONAL PROPERTY 


ЖЖ KKK 


ALL DAY LONG 
ALL YEAR ROUND 





Superb flats in the Barbican to 
rent and buy, with leisure and 
arts facilities near at hand. 
There are often one or two 
flats available so it's always 
worth enquiring. 

Tel:01-588 8110 or 01-628 4372 


OBARBICAN 


Australia 
Sale by Receiver 


Rural Property 
New South Wales — Riverina 
593 Acres A$300,000 ONO 


fale 





The property is located at Finley 
near Deniliquin in New South Wales 
close to the Victorian border. It 
ues rice, barley and wheat. Good 


encing, small house and two sheds. 
Adjoining properties are reportedly 
profitable. Bank finance available. 


In the days before air conditioning people depended on 
windows for ventilation. As a by-product they got natural lighting. 
In hallways, kitchens, on two sides of a living room. 
We've got air conditioning, of course. But that's not all. Come to 
180 East 70 Street and see the light. 


For more details contact Roger 
Williams, GPO Box 5241, Sydney, 
NSW 2001, Australia. Telex 71105. 
Phone (02) 232 4333. 


Parkhill Lithgow 
& Gibson 
Chartered Accountants 


Visit 180 East 70 Street. 
A Building That Speaks For Itself. 


180 East 70 Street, New York, New York 10021. Phone: 212-628-3550. 

Selling and managing agent: Douglas Elliman-Gibbons & Ives, Inc. Appointments b 
Studios from $255.000 One.bedrooms from $245.000 Two bedrooms from $490,000 
Sponsor Trafalgar House Real Estate, Inc. Sponsor financing available The complete offering 
terms are in an Offering Plan available from Sponsor Offering by prospectus only 
Limited to New York State residents only 
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Remember us. 


We are Sweden’s largest chemical com- 
pany. Our products are used in thousands 
of other products. Many benefit from us, 
but few know our name. 


We don’t make running shoes. 
Neither do we make athletic socks. 


But one of our many subsidiaries, 
Expancel, manufactures small expandable 
particles that improve springiness and 
make the soles in many running shoes 
lighter. And less expensive. 

How many people know that? 

Undoubtedly very few. 


And still we employ 16,000 persons in 
26 countries. 


We work in the fields of industrial and 
forest chemistry, consumer chemistry 
and biotechnology. 


And what’s more, we are Sweden’s 
largest defence industry. 


So if you’re doing business in 
chemicals or ordnance, remember us. 


Nobel Industries Sweden 


S-10327 Stockholm, Sweden. Telephone +468 103910 

















Eagle grounded 


The East flies up; the West remains below. Russia's 
:osmonauts went spacewalking a few days ago, an 
activity that in the West was in danger, until Challenger, 
»f becoming routine. No longer, though: all the things 
һа! once seemed so easy—launching satellites, building 
à space station, visiting the moon—look suddenly hard. 
Today, the West has no reliable way to put a football, 
let alone a human being, in orbit around the earth (see 
pages 79-82). America's shuttle is grounded, and its 
Titan and Delta rockets have been going disastrously 
wrong. So have Europe's Arianes. How did nations that 
pride themselves on technological virtuosity get into 
this mess? How do they get out of it? 

A small part of the answer is to be found in the report 
of the commission led by a former American secretary 
of state, Mr William Rogers, which has investigated the 
zause of the Challenger accident. Its findings confirm 
that human folly, not an act of God, killed the seven 
astronauts. Engineers of the National Aeronautics and 
Space Administration (NASA) knew that the shuttle's 
rocket seals might fail in the freezing temperatures of 
January 28th. The shuttle was launched anyway. 

The simple response to Mr Rogers's report would be 
to see Challenger as a tale of courage betrayed by 

olhardy bureaucracy. There is truth enough in that: 
в accident could have been avoided by an agency with 
etter, braver management. But if good is to come from 
Challenger, changes must be guided by thinking that 
zoes beyond moral indignation to the longer-term 
purposes of the space programme. 


Ask why as well as how 

Too few people ask what spaceflight is for. It is a 
question that can sound churlish, when it is set against a 
tragedy like Challenger or an image as nerve-tingling as 
the one on our cover. But the price of not asking it is to 
zive people with too narrow an interest in space too big 
a say in the setting of a nation's goals there. What is 
zood for NASA is not always good for America, still less 
for mankind, 

It is starkly clear, with hindsight, that America’s 
worst mistake was the decision, in the 1970s, to let a 
single spacecraft—the shuttle—become its main means 
of access to space. This suited NASA, making it space's 
zatekeeper. But it also meant building a machine that 
зай to be versatile enough to satisfy the different needs 
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of generals, scientists, businessmen and space explor- 
ers. No engineer is that clever: the compromises 
eventually blew apart over Cape Canaveral. 

Another bad compromise is now in the making. On 
present plans, the West’s (and Japan’s) space pro- 
grammes will be dominated until the end of the century 
by the development of a space station. The case for the 
station has been won politically, but not yet intellectual- 
ly. The space bureaucracies say the space programme is 
for defence, for the invention of new drugs and alloys, 
for exploration and for the human spirit. How will the 
station meet these needs? 

For defence, not at all. The station is civilian and will 
have to stay that way if the United States wants the 
European Space Agency, Japan and Canada to stay as 
its partners in the project. The station will give scientists 
more room in which to see whether the virtual absence 
of gravity in orbit can lead to the invention of valuable 
products that cannot be made on earth. Yet on the 
evidence so far, this idea is dangerously close to being a 
gimmick. The intrinsically high cost of doing anything 
in space means that manufacturing in space will add 
little to the world's wealth. 

Exploration? A space station makes planetary travel 
easier, because spacecraft assembled in orbit do not 
need huge energies to break free from earth's gravity. 
But where can man go? Travelling at the speed of an 
Apollo, it would take more than a quarter of a million 
years to reach the nearest star. If man wants to explore 
the universe he must stay content with this solar system. 
There is plenty to see; but it is not terra incognita, as 
America was when Columbus set forth in 1492. Earth- 
lings already know that they own the best property in 
the neighbourhood. 

Which leaves the human spirit, an abstraction that is 
embarrassing to speak about, but that offers a more 
authentic reason for going into space than many of the 
pseudo-economic ones on which the space station is 
being promoted. In logic, the West could decide to fly 
to the moon, or Mars, for no better reason than high 
adventure. But there is every reason not to design à 
space station that is a laboratory if its real purpose is to 
become a staging post for exploration. The big out- 
standing question in space is whether to send men to 


Mars. It needs to be answered before the space station 


is built—not after. 
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Something up with Assad 


Is Syria’s leader changing his ideas? 


When the Arab world's foxiest fox crosses the fence to 
Western Europe for the first time in a decade, the scent 
is worth following. The apparent aim of Syria's Presi- 
dent Hafez Assad, on his brief trip to Greece, was to 
look and sound well-mannered. Mr Assad is never a 
ranter, but it may be that the particular polish he 
- showed in Greece was his way of dropping a hint. 
— Syria's leader is in a position, if he wishes, to influence 
— the outcome of the Gulf war; to call off some of the 


.. world's terrorists; and to rearrange the Israel- Palestine 
= Jigsaw, several pieces of which are in his possession. 


Whether he can be persuaded to do any of these things 


— is guesswork. But when he drops a hint, the world 


should take note. 

One reason for thinking that Mr Assad may be open 
to change is what is happening in Syria itself. Mr 
Assad's power, 16 years after he seized it, seems to have 
passed its peak. The Syrian economy, long feeble, is 
now in serious trouble, with enough foreign-currency 
reserves to pay for only two weeks' imports. Mr Assad's 
enemies at home, chiefly the Muslim fundamentalists 
he seemed to have crushed in 1982, are reviving. Bombs 
have lately been killing people in several of Syria's main 
towns. The power struggle that broke out within the 
narrow circle of Syria's leadership two years ago may be 
about to resume. Mr Assad may also have been jolted 
by President Reagan's warning that any more Syrian 
fingerprints on terrorist actions around the world could 
provoke the sort of American retaliation recently 
meted out to Libya’s Colonel Qaddafi. 

Even worse, in a way, is Mr Assad's failure to impose 
a Syrian peace on Lebanon. His Lebanese policy, 
hailed two years ago as proof of his mastery of 
Realpolitik, has gone wrong. He has failed to bring 
Lebanon's Maronite Christians into a new political 
order. His Palestinian enemy Mr Yasser Arafat, still 
head of the biggest and most independent bit of the 
Palestine Liberation Organisation, is making a come- 
back in Lebanon (see page 24). The recent talk of war 
with Israel has receded, but if a fight were to break out 
` Israel would probably beat Syria easily, for all the extra 
arms Mr Assad has received from Russia. 


What he could do 

All this has made Mr Assad take notice of how few 
friends he has in the Arab world. So the first task for a 
chastened Mr Assad, if chastened he is, is to become a 
better Arab. 

In the view of many of his fellow-Arabs, notably the 
governments of Saudi Arabia and Jordan, the simplest 
way for Mr Assad to be a better Arab is to stop helping 
Persian Iran in its war with Arab Iraq. Mr Assad and 
Colonel Qaddafi, and occasionally the curious little 
communist regime in South Yemen, have been the only 





Arabs to smile on the Iranian war effort. King Hussein 
of Jordan has lately been making up to Mr Assad partly 
in the hope that he can thus help to detach Syria from 
Iran. Events have to some extent been moving that 
way. The arrangement by which Syria has been getting 
cheap oil from Iran has come undone (see page 66). The 
other Arabs hope that all this could eventually lead to a 
reconciliation between Syria and Iraq. 

That reconciliation will not come easily or swiftly. 
The rulers of Syria and Iraq, and the parties they lead, 
love each other with all the cordiality of rival branches 
of the same political faith. But Mr Assad must be 
wondering whether an Iranian victory in the Gulf wa: 
would be good for Syria. He needs more Arab financial 
aid, and therefore more Arabs ready to think of him as 
a deserving cause. If he were to change his policy 
towards Iran, other Arab leaders would sleep more 
peacefully. 

So would most other people if Syria's president were 
to cut some of his terrorist connections. Mr Assad 
makes less noise about it than Colonel Qaddafi does, 
but Syria is a busier centre of terror than Libya. Mr 
Assad's squads have killed the diplomats of Arab 
countries at odds with Syria; they have helped Syria's 
proxies wreak many atrocities in Lebanon; and they 
have had a hand in terrorism in Europe. 

Mr Assad's recent protestations that he is against 
terrorism—he was notably anxious to say so on his trip 
to Greece—may nevertheless not be entirely specious. 
He cannot wholly ignore Mr Reagan's threats of 
counter-terrorist action. More important, his Russian 
patrons have made it clear that they want to see less 
terrorism coming out of the Middle East. And if 
Assad needs Arab oil money, he may have to res 
the feelings of most Arab oil producers. A few anti- 
terrorist words in Greece do not make Mr Assad a man 
of peace, but they may be a sign that, for the time being, 
his calculations have changed. 

The biggest question-mark over Mr Assad's inten- 
tions concerns the Israel-Palestine issue. The Syrian 
leader continues his attempt to create a Palestinian 
leadership under his control. The dogged Mr Arafat 
continues to resist him, but Mr Arafat has lost King 
Hussein's support, and his part of the Palestiniar 
movement is markedly weaker than it used to be. 
Maybe Syrian president and Jordanian king coulc 
together try to create a new leader for the Palestinians. 
though many Palestinians would fight furiously against! 
such an outsiders' choice. And what would Mr Assad dc 
with a tame PLO if he succeeded in creating one? He 
might decide to keep it tame. Some people believe tha! 
for Mr Assad the return to Syria of the Golan Heights 
captured by Israel in 1967, probably rates much highei 
than the plight of the Palestinians. Mr Assad may have 
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sigl ed alittle patch of diplomatic ground where Syria, 


Jordan and perhaps, one day, even- Jsrael might 
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om could turn. privatisation. into a vade electoral 
weapon, The Labour рану has seen its chance—and is 







Mr hn Smith, Labour's spokes- 
‚18 dudes at ways to renationalise 
ny of the- industries. already privatised (including 
British. Telecom), and others which might be sold 
before the next election (including British Gas). If such 
a plan finds its way into the party's election manifesto, a 
rumpus will break over the issue of compensation for 
shareholders. Some Labour politicians are already 
insisting that shareholders should get back no more 
than they originally paid. 
ideas are packed with legal and practical flaws, 
{ of which is that a Labour government that 








‘ds and badgers would find it hard to persuade 
moneymen that it could pay for renationalisation with- 

ut raising interest rates. The scheme might have been 
d by Conservative Central Office to cost Labour 





tes. 
has been a clear public-relations success for the Tories. 
The number of Britons who own shares increased by 
roughly a million; even if Joe Bloggs didn’t buy any BT 
ares himself, he knows someone who did and who 
lade money from doing so. Selling British Gas could 
be a £10 billion affair. If the Labour party threatens to 
reverse these sales through legalised theft, it will 
confirm the worst fears of uncommitted centrist voters 
and may even give some of its firm supporters a jolt. 
- The opposition parties would do better to argue that 
privatisation has been.a fraud. Mrs Thatcher claims that 
her policy has been aimed at increasing the efficiency of 
the British economy. That means doing more of the 
things that people want, and more cheaply: the surest 
way to make that happen is through competition. But 
almost every time that objective has clashed with the 
Treasury’ s need to raise revenue, the government has 
ignored it. To strip state industries of their monopoly 
power—and thereby promote competition and efficien- 
cy—is to reduce their profits, and hence their value to 





potential buyers. The government has made monopo-. 


lies the core of its past and prospective privatisation. 
Meanwhile, non-monopolies that should be left to 
make their way in the market (eg. British Steel, the 
National Coal Board) stay firmly in the public sector. 





; Israel-Palestine—could flutter away. But Syria' s leader 


there might be other aims that a Labour government. 











faces uncommonly big trouble in 1986. He has in the 
past shown a strong streak of pragmatism in the face of 
difficulty. A softer Assad would be easier for the world: 
to live with, and very welcome. : 


For some state enterprises, of co 
may be an unachievable goal. The re 
authorities are probably natural monopoli 
least. It matters little whether su 
privatised or not. What matters i 
regulated and managed; they can b 
run whether they are in the public or: 

Be sceptical, though. Few monopo 
natural, in the sense that it is techni 
impossible to have more than one prodt 
or services involved. Take British 
Thatcher could have foliowed the example of 
break-up of AT&T, dividing it by function into separate 
companies, and allowing competition for trunk al 
business. She left it intact. She could have gra 
several firms licences to run competing public 
works. She granted just one, to Mercury—and 
nounced that British Telecom and its tiddler of 
competitor would be protected from further competi- - 
tion for at least six years. She could have allowed - 
businesses to lease network capacity from British Tele- 
com and set up new services of their own. She. CRM 
forbidden this, at least until 1989. | 









































The new levellers 
Instead of wanting to renationalise the. privatised com- 
panies, a modern-minded Labour party would embrace 
the cause of efficiency that Mrs Thatcher has spurned, . 
and sell that policy as an egalitarian one. For many of 

the state industries that have been or could be priva- 

tised, their products loom largest in the budgets of the 

poor; competition that encourages them to keep down 

costs and prices will therefore serve both efficiency and - 
equity. For both purposes, the first step is to deny the- 
Treasury the spoils of privatisation. This would remove 
the clash of motives in the government's thinking: the - 
Treasury can aim for competition without fretting about 

lower revenues. The next step depends on whether the 

company already sells its products in competitive mar- 
kets. If it does not (eg, British Telecom, British Gas), 
any government serious about efficiency must restruc- 

ture the industry. That means breaking it up, or setting. 
rules which force it to compete. 

The distributional consequences of privatisation also 
depend heavily on what its proceeds are used for. “Тах 
cuts for the rich", chant Labour critics of the Tor 
programme, as if that excuses them from thinking tha 


could favour. For example, spreading wealth around: 
an Alliance idea is to give restructured companies 
away—so many shares per household, gratis. And for 
companies that do sell their products in competitive 
markets, workers’ control: sell part or all of them 
cheaply to their employees. Mrs Thatcher's government 


tried this when privatising the National Freight Corpo- 
ration, and with great success; the once-ailing company 
increased in value tenfold in the five years after its 
workers and managers bought it. Why did this not 
become a model for privatisation? Because the sale 
raised hardly any money for the Treasury. 


Another Gorki gambit 


Andrei Sakharov's wife has rejoined him in an isolation made 


worse by the KGB's latest blackmail 


If “most spectacular failure to crush a nut with a steam- 
hammer” went into the Guinness Book of Records, the 
name shown would surely be that of Mr Mikhail 
Gorbachev—with Brezhnev, Andropov and Cher- 
nenko listed as former holders of the dubious title. Each 
of them felt they had to discredit Professor Andrei 
Sakharov and his wife, Mrs Yelena Bonner, consign 
these two brave people to oblivion and silence their still 
small voice of truth. To that end, each employed the 
huge KGB apparatus, complete with its plain-clothes 
thugs, its control of the Soviet telephone and postal 
services, its sinister hospitals and bent doctors, and its 
ability to plant material in the foreign media while 
ensuring that it is not published inside Russia. 

Yet it still has to be admitted that Mr Sakharov is 
“respected by the majority of the Russian people”. 
That admission came in an interview given on May 29th 
by Mr Victor Louis; and, as Mrs Bonner said next day, 
"everybody knows who Victor Louis is". Through this 
Soviet journalist and salesman, the KGB has sold in the 
West several furtively made films depicting the Sakhar- 
ovs during their isolation in the closed city of Gorki. 

Most of that stuff was designed to give the false 
impression that the prisoners of Gorki were free to lead 
a fairly normal life. But the KGB’s latest gambit is more 


tortuous. It is now suggesting, through its films and 

Louis statements, that the professor himself is no longer 

a troublesome dissident. Its message is that he would 

have been allowed to return to live in Moscow if his wife 

had kept silent, during her journey to America for heart 
surgery. about their disgraceful treatment at Gorki. MN 
Sakharov had gone on hunger strikes to get the 

authorities to let her make that journey to America, for 
which permission was at last granted after November's 
Reagan-Gorbachev summit, and from which she consci- 

entiously returned to Gorki on June 3rd. 

For years the KGB has tried to split the Sakharovs, at 
times resorting to their enforced, and isolated, separa- 
tion. Its mouthpieces have repeatedly claimed that Mrs 
Bonner inspired the professor's critical utterances. He 
rejected all their claims. The new move—which Mrs 
Bonner described as "simply blackmail” —is an attempt 
to make him blame her if he continues to be detained in 
Gorki in an isolation that is even harsher than the fate 
of a “banned” South African. Six years spent in such 
conditions, punctuated only by spells in the KGB's 
infamous "hospitals", must have worn down a man who 
has now turned 65. Yet Mr Gorbachev cannot count on 
the couple’s amazing fortitude being crushed by his 
steam-hammer's latest blows. Praise be. 


How to save the whale 


Price it, and so strike the balance between exploiters and preservers 


Officially, the commercial killing of whales has ceased. 
The International Whaling Commission (IWC) decided 
in 1982 to put a complete stop to it by 1986. In practice, 
Iceland, Japan, Norway, Russia and South Korea 
continue to kill them, though Russia has promised to 
stop doing so in 1987 and Japan in 1988. When the IWC 
meets in Malmó in Sweden next week, it should be 
thinking not of banning whaling altogether, but of 
owning whales and charging hunters the right price to 
kill some of them. 

The ban has failed because the commission is as 
toothless as a blue whale. Before prohibition, the IWC 
first set the quotas too high and then could not enforce 


14 


them when they came down. The problem was, and is 
that nobody owns the whales. Every commercial whale 
rightly feared that his self-restraint meant more whales 
for others. All had a powerful incentive to cheat. The 
Japanese once went as far as to invent a new species, 
the pygmy blue whale, so as to continue killing more 
than their quota of young blue whales. 

The cheating is still ingenious. One exemption from 
the IWC ban allows whaling for scientific purposes, so 
the Icelanders and South Koreans claim that the 
carcasses are needed by researchers. Another let-out 
allows whaling for subsistence: the Norwegians pretend 
that their whalers are gnarled old primitives, living ofl 
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ober and seaweed. In fact, they use factory ships and - 
iuch of the whale meat to Japan. 


n, don't ban 
A complete ban on whaling makes little sense. Outside 
the polar waters, whales eat a lot of herring and other 
ish. The cod fishermen of Newfoundland already have 
le keeping humpbacks out of their nets. Eventual- 
something is done to control their numbers, 
whales will meet an even gorier end at the hands 

ged but amateur killers. 
ply being nasty to those who exceed quotas is no 
wer, either. America's Congress, for instance, has 
ed a law that seeks, among other things, to exclude 
| from the lucrative trawler-fishing waters off 
Alaska unless it obeys the IWC. This approach relies too 
nuch on political whim. America might let Japan kill 
О \ if Congress felt friendly towards it; ог, 
when upset over imported semi- 
i administration is sensibly 
ig in applying the law. 

etter approach is to recognise that whalers 
mmercial interest in keeping enough whales 
? to keep breeding. That way, their livelihoods will 


not shrink and die, and the world will maintai 


“source of handily packaged protein. In the Ant: 


whales used to eat about 190m tonnes of krill (s 
every year. The krill are still eaten, but now mostl 
useless squid, seals and penguins. The best wa 
obtain the protein benefits of krill is to let the wha 
multiply and guzzle more krill: then crop the whales 
The trick is to strike, and enforce, the right bala 
A group of scientists has come up with a plan that ju 
might work. Give the world's whales to the IWC; the 
owners in perpetuity. Let it decide how many of ea 
species can be harvested without harming the 
(few immediately, more as stocks recover). G 
free to the genuine subsistence whalers. Th 
the surplus to the highest bidders. * 
Why should ownership succeed when q 
failed? Enforcement is the key. If-the IWC o 
whales it would have the clear legal right to p 
property. The proceeds from the auctions could pa 
the men and boats needed for effective stoc О 
ing and policing. And the whale licences 
allocated in the most economically efficient : 
whalers who caught and processed the w 
cheaply would be the ones willing to outbid the res 


sterday’s fair trade rules cannot govern tomorrow's industries 
€ Curr 


ent western grumbles about Japan—two in 

e in America—show that achieving freer 

1 high-tech products is even harder than in the 

"products of the old smokestack industries. Trade minis- 

ters will find this when they meet in Uruguay in 

September. Here are a few thoughts on when to turn a 
E аг to the moaners and when to listen. 

is the best attitude to European manufac- 

levision equipment, who are resisting a 

global standard, and thus a global market, for high- 

definition television sets. The Japanese have developed 

а 1,125-line system to take full advantage of the super- 

quality pictures that can be beamed down from satel- 

lites or played on video discs. Electronics firms in Japan 

and America are keen to make the equipment and 

market it around the world. Caught unprepared, Euro- 

pean manufacturers want to keep them out of Europe. 

ey complain that the Japanese prototype gives pic- 

ures that deteriorate between studio and viewer, does 

le moving scenes too well, cannot be used with 

с 625-line sets and needs 60-cycle electricity. 

‘True enough, reply the Japanese, but wait till you see 

he production version. 

‚ repeat of the tussle over television standards a 

uple of decades ago, when Europe unsuccessfully 

о block the NTSC colour system, looks likely. 

delegates at the recent meeting of the 

ational Radio Consultative Committee in Du- 

ik rejected Japan's: supertelly. In its place, a 


multinational research package was hastily wrapped up 
to get a European alternative ready for the nex 
meeting of the committee four years hence. ds 
It will probably be too late by then. In the meantime, 
the rest of the world will sensibly buy equipment that 
works and is available. When and if the Europeans 
come up with their superduper and unique standard, 
they will find that the Japanese and Americans have 
already won a world market for 1,125-line satellite 
transponders, transmission equipment, studio. gear, 
television sets and video players. Europe's television 
makers would be better off using their technical skills to 
improve the existing Japanese system, rather than 
trying to invent it all over again. They could then aim 
for a sizeable chunk of the world market, rather than a” 
shaky piece of their own some time in the future. — 
The cases to which governments need to listen 
involve the predatory pricing of sophisticated products. 
America’s International Trade Commission (ITC) has 
ruled that Japanese firms have caused serious injury to 
the semiconductor industry in the United States by- 
dumping. Henceforth, Japanese 64k memory chips 
exported to America will be subject to dumping dutie: 
of up to 35%. Meanwhile, the largest dumping case 
ever brought before the EEC Commission is inching 
towards a similar conclusion. It is expected to slap. 
dumping duties of 20-25% on Japariese exporters of 
photocopying machines. 
oth exercises are perfectly just under the present 





ules of the General Agreement on Tariffs and Trade 

(GATT) and both will spur Japanese industry to face the 

‘full consequences of the recent surge in the yen. In the 

-Case of memory chips, the rising yen comes too late to 

_Teprieve American companies. Having had a dozen 

ss-producers of RAM chips six years ago, America 

w has only two left, ІВМ and AT&T. The Japanese still 

lave their original six suppliers. They dominate the 

s market for semiconductor chips and have moved 

n from 64k chips to exporting the bigger, and more 
ofitable, 256k versions instead. 

_ Anti-dumping duties against Japanese photocopiers 

n Europe will not and should not insulate local firms 

m Japanese competition, but they may force the 

panest to compete in a fairer and more constructive 

ion. About 40% of the 2.1m photocopiers exported 

Japan go to Europe: Canon, Mita, Ricoh, Toshiba 

:st cannot afford to retreat. They will fight to 

stay in European market, but more on the basis of 

heir technical merits and less on that of price. Several 


3 LT-2 is dead 


ng live SALT-3 
it has been hand-wringing time for arms control this 
past couple of weeks. To judge by many people's 
aments, the chances of a missile-cutting deal between 
. Russia and America have almost vanished. In fact, they 
have improved: because of an intelligent Russian con- 
. cession, and a risky but shrewd piece of American 

;poker-playing. 

The Russians' concession is their reported lowering 
of the price they want President Reagan to pay in his 
- Star-wars plans in return for their agreement to slash the 
_ superpowers’ long-range missile forces. Instead of ask- 
- ing Mr Reagan to abandon everything except "labora- 
-tory research" for his Strategic Defence Initiative, the 
Russians now seem willing to settle for much less. They 
may.be ready to let Mr Reagan continue his experi- 
ments with anti-missile weapons provided he under- 
takes, by an amendment of the anti-ballistic-missile 
'(ABM) treaty, not to deploy for a given number of years 
any such weapons that actually turn out to work. That 
brake on deployment would limit the lead that America 

ould get over them. 
-The Russians have been looking more relaxed about 
'star wars lately. They have read in western newspapers 
and presumably know from their own research) how 
tricky star-wars technology is. They can see Congress's 
-reluctance to give Mr Reagan the money he wants for it. 
They have already stopped saying that star wars has 
anything to do with medium-range missiles in Europe. 
- The 15-20 years’ ban on deployment of anti-missile 
weapons they are now said to be suggesting, in return 
or a long-range missile deal, is much too long (The 
Economist suggested three to five years when we first 
proposed this soluti 15 months ао! ButM Meccan 


will probably seek 
duties by building 
shipping in key components 


The warning signs _ 

Japanese investment а 

of declining competitiveness à 

but it does not spare GATT mint: 
makii sure that the pape yep 


the Aes rules is going : 

even than the motor industry, h tech manufacturing 

depends on assembling products fro 

nents ч by different tirs in di at countries. 
ns inevitable 


tries, will be Чегине to nurture what seem tob 
job-providers of the future. 


almost certainly has to give something on SDI. The 
Russians may now be hinting that he will not have to 
give too much. 

The American poker-play was President Reagan’s 
announcement that America will soon step outside 
SALT-2's limits on nuclear weapons unless Russia steps 
back inside them. The past fortnight’s attack of the 
glooms, which this set off, was exaggerated. 

That Mr Reagan would this time renounce the SALT-2 
agreement, having twice before resiste do 
so, was more or less inevitable. Nobody: seriously 
disputes that Russia has a total of 2 500-plus nucle 
missiles and bombers, compared with SALT’s ceiling j 
2,250 (the present American total is about 1,900). Mo: 
people accept that Russia’s new SS-25 missile breaks the 
agreement (and that its Krasnoyarsk radar breaks the 
ABM treaty). Although other governments may tell 
America to protest about these things but do nothing, 
few would be so nonchalant if they were in America’s 
place. The counter-action that Mr Reagan is now 
threatening seems unlikely to produce catastrophic 
results (see page 30). For both sides, the first ventures 
outside SALT will probably be on tiptoe rather than on 
stilts, But the main reason for saying that the current 
lament for SALT-2 is unwarranted is that what America 
has just done may have the effect of pushing Mr Mikhail 
Gorbachev towards a new and better SALT-3. 

Consider Mr Gorbachev's calculations. Until now, 
his nuclear-weapons choice has been either to keep 
things as. they are (the. SALT-2 figures, plus a bit of 
Russian fiddling) or ‘to go for the deep cuts the 
Americans have been suggesting since 1983. His own 
instinct is pr uctant generals 
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has now put an unwelcome third possibility before him: 
other big round of nuclear spending. 

Russia's first additions to its present nuclear ar- 
moury—more warheads in its big missiles, more mis- 
siles off existing production: lines—would be fairly 
cheap (but so would the cruise missiles that America 
ill San. After that, big money would be involved. 
verything Mr Gorbachev has said about his country's 
economy. suggests that he will not reduce military 
nding unless America does too, but that he certainly 
es not want to increase it. If he concludes that he now 
is to choose between negotiated cuts and another 
arms race, he may prefer the cuts. 

-«. That the month when America may stick its first toe 


Irish divorce 









































Can help to bring Irish together 
Governments change, opinions shift; written constitu- 
ns (for countries lucky enough to have them, and to 
е them sensibly) protect people against rash changes 
her. That is why they grow old-fashioned and need 
endment. Mr Garret FitzGerald’s coalition govern- 
in the Irish republic is facing a tough fight in the 
erendum on June 26th intended to make Ireland's 
constitution a bit less out of date. He deserves support 
at home and sympathy from his neighbours. 

.... More than 95% of the Irish republic's citizens are 
Roman Catholics, and over 80% of them go regularly to 
mass. Their constitution, written 49 years ago, embod- 
ies the aspirations of a Roman Catholic nation at a time 
when.the Vatican was cohabiting with Mussolini's 
Italian regime under the fasces, General Franco was 
busy restoring "Christian values" in Spain; and the 
. British monarchy was recovering from the ex-King's 
marriage to a divorcee. It confers upon the family 
“inalienable and imprescriptible rights antecedent and 
superior to all positive law". It specifically prohibits the 
- passing of any law for the dissolution of marriage. 
The results are sometimes absurd, always oppressive. 
. The papal authorities in Rome may (and for well-off 
Catholics quite often do) dissolve or annul Irish mar- 
 riages; the sundered partners may marry again—but 
only outside Ireland. Many thousands of people whose 
-marriages have broken down are locked into legal 
unions that have no moral force. Men abandon their 
_ Wives, because no divorce court exists to make enforce- 
able arrangements for maintenance after breakdown. 
Children born within stable new relationships are 
denied legitimacy. Ireland's tiny non-Catholic minority 
. is subject to an outdated sectarian law. 

The referendum. proposes that, subject to rigorous 
© tests, safeguards and delays, divorce be for the first time 
. permitted. The proposition is overdue and overcau- 
: , but brave all the same. The old men who run the 





-still have newest allies in the Politburo. M Reagan 7 LEN 





missiles, gon fo argument. (hich 
Russia may now be helping. ve). A deal on 
medium-range Euromissiles ought to be fairly easy, if 
Russia agrees to cut 118 55-205 in Asia and is allowed 
some compensation. for am ure expansion of the 
French and British nuclear forces. The prospects of 
cutting the overkill are better than they have been for. 
years, provided Russia's conservatives do not keep Mr 
Gorbachev sitting on his status quo. He may have been 
given the nudge that will get him off it, — 













parish priests’ sermons denounce the government and 
those who back it as "pro-divorce" (which they are ja 
being merely  pro-help-for-unhappy-people). 
Charles Haughey and his opposition Fianna Fail a 
have joined the defence of the constitution that their 
founder, the late President Eamon de Valera, inspired. 

The original constitution has already been slightly 
amended. In 1972 the Irish voted massively to delete an 
article recognising the "special position of the Holy 
Catholic Apostolic and Roman Church", and the 
(presumably unspecial) positions of other religions. In 
1983 they voted, narrowly, to add a clause acknowledg- 
ing the "right to life of the unborn”. 


The view from the north кыз 
There is another reason for hoping that the < constitution 
will get amended again this month. Irish politiciană 
rightly insist that the divorce referendum is a stricth 
domestic affair, and nothing.to do with the Northern 
Ireland question. But their British neighbours have a 
legitimate interest in it. The Anglo-Irish agreement of 
last November sought to give the republic's government 
a say in defending the civil rights of the Roman Catholic 
third of the Northern Irish people. It can hardly do that. 
convincingly if (as its bishops want) it continues to limit 
its own citizens' civil rights in the matter of divorce. 

The people of the Irish republic must now choose 
between their church and their government. Across the 
border, Unionist politicians chuckle and hope that Mr 
FitzGerald's risky but honourable initiative fails, thus 
sabotaging the Anglo-Irish agreement, as they have so 
far failed to do. The Ulster Protestant clergy detest 
what they see as permissive modernity, and want no 
more divorce anywhere. The finest gift for diehard 
Loyalists would be a referendum result proving that the 
Irish republic is still the theocracy they have always 
believed it to be. The. Irish complain. that the British 
never take them ly. Th | 





highly „иб heavily traveled 
markets like London, New York, 
and Tokyo are minimum cost and 





But the key to capturing market 
share to destinations like Man- 
chester, St. Louis and Osaka is 
frequent, convenient service. 








irplanes that offer flexibility and economy. 
The 747 on “thick? high-density routes. The 767 on 
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lmwest mst mer massenger of any interamntinental 
jetliner, and is preferred by more passengers than 
any other airplane. 


ee 


== - m 


ж== O 


The 767 offers the lowest cost per trip of any 
intercontinental jetliner, allowing the highest 
possible frequencies; and it treats passengers to 
pmore preferred seats than any other airliner. 
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thin; low-density routes. Perfect partners through 
thick and thin. LENT 
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Komatsu, 

where electronics, 
mechatronics 

and robotronics 
are powering 

new advances. 


It's a well known fact that we are one of 
the world's largest makers of construction 
machinery. Less known is our work in elec- 
tronics. Research and development in this 
field has led to the use of mechatronics in 
our latest series of construction machines. 
This in turn has resulted in considerable 
benefits to our customers such as better 
cost performance in terms of 
the Return on Investment. N М. 

Another surprise, unless you're Sx) 
one of the top ten auto makers, will ——-— | 
be our long association with industrial X 
machinery. Chances are parts of the car 
you're now driving were made with one of 
our giant industrial presses. 

To increase precision and productivity 
in our manufacturing plants, production 
engineering methods are constantly being 
improved. It was natural therefore that 
our accumulated electronic technology — 
industrial robots for example — should be 
applied in this field also. 

The application of new technologies, 
and the entry into fields such as laser 
equipment, silicon and other new materials 
are opening up an exciting new era. As a 
fully integrated manufacturer of construc- 
tion and industrial machines we are now 
facing the challenges of the future with 
strength and confidence. 


THE QUALITY IS STANDARD 
ete KOMATSU 
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Cory and the Napoleon factor 


Mrs Cory Aquino completed her first 100 

days as president of the Philippines this 

week, on June Sth. What has she accom- 

plished? Not enough, in the eyes of those 

, Who demanded instant wonders. But she 

-is still there. She has done rather better 

than Napoleon, whose famous 100 days 

were cut short by Waterloo. Mrs Aquino 

is not only undefeated. She is, at least for 
the moment, unchallengeable. 

The time she set herself for what she 
calls her honeymoon as president was 
anyway far too short. Not much in the 
way of reform can be done anywhere in 
100 days. In the sleepy and humid Philip- 
pines it sometimes feels like 100 days to 
make a telephone call to anywhere out- 
side Manila. So, this week, the 
country is still broke. The loot 
the former president, Mr Ferdi- 
nand Marcos, is said to have 
hidden away in Switzerland is 
still there. Communists are still 
killing soldiers and are them- 
selves being killed. But impor- 
tant as these matters are, they 
are details. 

The really important thing 
hat has happened in the Philip- 

| MUN in the past three months is 
that Mrs Aquino has managed 
to win the unwavering support 
of the two most powerful institu- 
tions in the country, the army 
and the Roman Catholic church. 
The “people power" that 
brought her to office on Febru- 
ary 25th has been turned into 
real authority. 

Mrs Aquino no doubt felt that 
she was entitled to the church's 
support. She practises the sort 
of Roman Catholicism known as 
Maryism, a deep and reverent 
concentration on the Virgin. 
Her meetings, before and since 
the presidential election, have 
had a strong religious flavour. 
with statues of the Virgin on the 
speakers platform. But the 
Catholic leader, Cardinal Sin. 
although critical of Mr Marcos 

. THE ECONOMIST JUNE 7 1986 


ži = ғ 


EREE AE PLT di 2:5 do altis b аа nna Ho ens 





in recent years, finally abandoned him 
only reluctantly. In the tradition of his 
church, he rendered unto Caesar. 

Like Mrs Aquino, Mr Marcos is a 
Catholic, and his collection of statues of 
the Virgin in the presidential palace was a 
particularly fine one, some of them hav- 
ing been purloined from ancient Philip- 
pine churches. Only when the cardinal 
saw that Caesar was toppling did he urge 
his flock to go into the streets to give him 
a push. Since Mrs Aquino came to power, 
the cardinal may not have entirely accept- 
ed her assurance that she is president as a 
result of divine intervention—the church 
is cautious about proclaiming miracles. 
But he has noted that her followers are 
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Unchallengeable, for the moment the same pillars of church and 
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also good Catholics, and he has extended 
his valuable support to her. 

She did not expect such a warm wel- - 
come from the army. The trigger for the 
February "revolution" was pulled when 
the defence minister, Mr Juan Ponce 
Enrile, and the deputy chief of staff, 
Lieutenant-General Fidel Ramos, broke 
with Mr Marcos because they feared he 
was about to arrest them. But this did not 
endear them to Mrs Aquino. 

Her memory of Mr Enrile was of the 
time in the 1970s when she had to ask him 
for permission to visit her husband, Ben- 
igno. in prison. She kept him on as 
defence minister, despite protests by her 
followers, believing that he is less danger- 
ous in her camp than outside it. And she 
promoted General Ramos to be chief of 
staff because he seemed to be honest, and 
there was no obvious alternative. They 
were workaday appointments, but they 
have worked. For their part, the soldiers 
have welcomed her as commander-in- 
chief because they believe that she will 
look after them better than Mr 
Marcos did. Although the army 
was supposed to be supplied 
with first-class American equip- 
ment, somehow it never seemed 
to reach the fighting soldier, 
who too often went into action 
against the guerrillas with holes 
in his boots, if he had any boots. 

American diplomats in Ma- 
nila. who believed that. by and 
large. the Philippine army was 
in good shape, were appalled by 
an incident they saw on televi- 
sion during the revolution. A 
tank was stopped by the milling 
crowds. The commander was 
clearly not sure what to do. He 
got down from his tank and went 
in search of a public telephone 
to ask for orders. He did not 
have а radio. Under Mrs 
Aquino's rule, tanks will proba- 
bly have radios and soldiers will 
have boots. 

Does getting the church and 
the army on her side make Mrs 
Aquino seem rather an ortho- 
dox president, instead of a new 
free spirit? If it does. it could be 
to her advantage. The country 
needs a bit of orthodoxy. But 
isn't this the way Mr Marcos 
ruled the Philippines. relying on 
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army? 

There are parallels, of course. But Mr 
Marcos was not always thought of as a 
rogue. He, too, was a new spirit when he 
was first elected president in 1965, with a 
brilliant career behind him, and plans for 
reform. Inevitably, Mrs Aquino looks at 
the problems of the country as he did, as a 
patriotic Filipino. Both come from mid- 
dle-class backgrounds, both were brought 
up in political families, both were well 
educated, Their policies must touch here 
and there. 

Mr Marcos introduced land reforms in 
the rice areas. Mrs Aquino wants to 
continue them. Mr Maicos did not want 
to divide up the big coconut and sugar 
plantations. Neither does Mrs Aquino. 
Mr Marcos offered communists an am- 
nesty if they laid down their arms. That is 
Mrs Aquino's policy. Mr Marcos screwed 
increasing amounts of money out of the 
United States with teasing threats about 
the future of the American bases. This 
seems to be Mrs Aquino's strategy. 

She gives the impression that she is no 
longer hostile to Mr Marcos, that she 
does not believe he was directly to blame 
for her husband's murder in 1983. She has 
hinted several times that Mr Marcos may 
eventually be allowed back into the Phil- 
ippines because, as she has said, every- 
body feels a need to come home. She has 
overcome her aversion to the presidential 
palace, if only because it is a convenient 
administrative centre. Sensibly, she is not 
living in the palace itself, which is shabby 
and has a rather disgusting kitchen. In- 
stead, she has moved into a palace “guest 
house", which is modern, elegant and the 
size of a hotel. 

Close friends of Mr Marcos while he 
was president say that he had simple 
personal tastes. There is no reason to 
disbelieve that. He became tarnished by 


allowing corruption to prosper because . 


he believed that true security could be 
obtained only through bribery. Mrs 
Aquino does not feel insecure. She trusts 
in God, and that is that. All the same, she 
may have made mistakes. Probably she 
should not have dismissed parliament in 
March. The pro-Marcos members were 
prepared to unproclaim Mr Marcos as 
president, and acknowledge Mrs Aquino. 
If she can accept Mr Enrile as a minister, 
it should not have been impossible to 
accept the support of other Marcos men. 

Mrs Aquino is now ruling by decree 
under a self-drafted "freedom constitu- 
tion". She has appointed a commission of 
50 people to write a new constitution, 
which will then be put to a referendum. A 
parliamentary election should then fol- 
low. The Philippines could have avoided 
all this fuss. But it is all in the name of 
democracy. and it is difficult to be cross 
with Mrs Aquino for that. 
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Beirut's Palestinians on the тоне, адаіп 
Lebanon 


The Nth sub-war 


FROM OUR LEVANT CORRESPONDENT 





Syria and Israel have one thing in com- 
mon, a desire to rid the world of Mr 
Yasser Arafat. Most Israelis think he will 
never be sincere about wanting peace 
with them. Syria under President Hafez 
Assad wants to blot him out because it 
would like a Palestine Liberation Organi- 
sation under Syrian control. The latest 
round of bloody mayhem in Beirut sug- 
gests that Syria is doing more than Israel 
to keep Mr Arafat on the run. But so far 
Mr Assad has not succeeded. 

The Syrians tried by proxy to crush Mr 
Arafat's men in Lebanon twice last year, 
in June and September, in an attempt to 
prevent his gunmen re-creating the state- 
within-a-state they had in Lebanon be- 
fore the Israeli invasion of 1982. Now Mr 
Assad is trying again. He has given the 
main Shia Muslim guerrilla group, Amal, 
a fresh supply of weapons, including T-54 
tanks, with which to batter the Palestinian 
camps in southern Beirut into submis- 
sion. Amal has its own reasons, of course, 
for not wanting the Palestinians to restore 
their pre-1982 power. The Palestinians 
are liable to provoke the Israelis, and 
they challenge Shia control of west and 
south Beirut. But the guiding Syrian hand 
is all too evident. 

So far scores of people have died in the 
latest assault but Amal has failed to 
dislodge the Palestinians. Indeed, Mr 
Arafat's men have slightly extended their 
area: they now control part of the main 
road to the airport. Chased out of the 
Lebanese capital by Israel four years ago, 
Mr Arafat has managed to get more than 
1.000 armed men back in again—far few- 
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er than the 12,000 or so his spokesmen 
are claiming, but a manifest presence. Mr 
Arafats men have also succeeded in 
emplacing themselves in the refugee 
camps outside Sidon and Tyre, south of 
Beirut. 

This displeases Syria as much as it 
worries Israel. Worse, from Mr Assad's 
point of view, Amal's attack on the Pales- 
tinians has drawn sharp criticism from 
other Lebanese and other Arabs. Some 
particularly harsh words have come from 
Iran's Lebanese surrogates, the local Shia 


mullahs and their Hezbollah (the “Рапу` 


of God"). which is challenging Amal for 
the leadership of the Lebanese Shias. 

The most marked novelty of this battle 
is the eruption of the ancient hostility 
between Lebanon's Sunni Muslims and 
the more numerous Shias. Amal militia- 
men have found themselves engaged in 
fire-fights in Sunni areas of Beirut quite 
long way from the Palestinian camps. M 
Arafat has given the battle a religious tint 
by accusing Amal of attacking the Pales- 
tinians because most of them are Sunnis. 
There are also reports that the Christian 
Maronites, using the battle to weaken 
their Shia adversaries, have been firing 
their artillery into Shia areas. The Druze 
militia, Lebanon's other main armed 
force, has prevented Shia reinforcements 
coming to Beirut from the Bekaa valley. 

Despite the Palestinians’ desperate de- 
fence of the camps in southern Beirut, 
time is against them. Their best hope is to 
hang on in the belief that Arabs outside 
Lebanon will persuade Syria and Amal to 
give up the attack. But so far only Algeria 
has tried to arrange a ceasefire. Arab 
familiarity with Lebanon's seemingly 
endless bloodletting has produced a chill 
indifference, if not contempt. 

Mr Arafat himself has not reappeared 
in Lebanon since Syria bombarded him 
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Expandi 
your computer 
system 
shouldnt be 

harder _ 
than expanding 
your 
.... business. 


If you think bringing in new 
business is difficult, try bring- 
ing in a larger computer system 
to handle that business. 

Unless your computer 
company designs systems with 
growth in mind, you'll have to 
reprogram all the data from your 
old system to rur. on your new 
system. An undertaking that 
could drag on for more than a 
year and cost hundreds of thou- 
sands of dollars. 

For Burroughs users, how- 
ever, this problem simply does 
not exist. Thanks to our cost- 
efficient A Series—a wide 
range of mainframes designed 
not only to cost less to 
run and require fewer support 
people, but also to allow our 
users to increase programming 
power up to 70 times without 
expensive reprogramming. 

And Burroughs software 
grows as easily as our systems. 
All our key line of business 
software packages (for finance, 
manufacturing, health 
care and distribution) are mod- 
ular. So you can start with a 
few functions and just add more 
as you need them. 

Which means that with 
Burroughs, you'll be able to put 
a lot of energy into expanding 
your business. And almost 
none into expanding your com- 
puter system. 
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Burroughs 


Credito Italiano 1985 


The Accounts for the year ending Main year-end Balance Sheet data: 
December 31, 1985, which closed with (billion lire) 
a net profit of Lit 94.8 billion, were ; 

approved at the Shareholders Meeting. AREA MES 2,027 
In view of these positive results 

- Lit 6 billion over the net profit DEPOSITS 

registered in 1984 - it was decided 

to increase the dividénd paid, from Lit 85 TOTAL LOANS 

to Lit 90 per share, and to assign Lit 37 

billion to reserves. Lit 330 billion was TOTAL ASSETS 

set aside for depreciation and allocations (пе! of Engagements, Contingent Liabilities 55,647 
as against Lit 314 billion last year. ee О 





The Board of Directors and the Board of Auditors are made up 

as follows, after the latter was nominated at the Shareholders’ Meeting: 
Board of Directors 2 
Chairman: Alberto Boyer; Deputy Chairmen: Leo Solari, Sergio Forenti;\f 
Managing Directors: Lucio Rondelli, Pier Carlo Marengo; 

Directors: Giovanni Agnelli, Enrico De Mita, Umberto Granati, 

Pietro Rastelli, Mario Rivosecchi, Francesco Romano, 

Antonino Terranova, Victor Uckmar. 


Board of Auditors - Chairman: Giorgio Dellacasa; 

Auditors: Giorgio Arena, Aldo De Chiara, Alfredo Parisi, 
Donato Ventura; 

Alternate auditors: Michele Palasciano, Giacomo Salvemini. 


The dividend may be collected from May 19, 1986, 
against presentation of share certificate coupon No. 29, 
at any branch of Credito Italiano, the Banca 
Commerciale Italiana, Banco di Roma, 

Banca Nazionale del Lavoro, Banco di 

Napoli, Banco di Sicilia, Istituto Bancario 

San Paolo di Torino, Monte dei Paschi 

di Siena, Banco di Santo Spirito, Banco di 

Sardegna as well as from Monte Titoli S.p.A. 


out of his last toehold in the north of the 
country more than two years ago. lt 
would be a propaganda coup if he could 
return to Lebanese soil by the end of the 
year, as some of his friends have been 
predicting. Mr Assad is clearly bent on 
preventing that. But Syria's leader is 
trying to look more flexible these days. 
He may find it hard to go on sponsoring 
the shedding of Palestinian blood in Bei- 
rut if enough Arabs ask him to stop it. 


Who's against 
Shin? 


FROM OUR ISRAEL CORRESPONDENT 





The row in Israel about whether another 
inquiry should be held into the death of 
two Palestinian guerrillas taken prisoner 
after an abortive bus-hijacking and then 
killed poses one of the oldest dilemmas 
for democracies. How openly answerable 
should an intelligence service be to the 
public it aspires to protect, without im- 
pairing its efficiency and morale? 

The case raises other cruder but no less 
trenchant questions for siege-conscious 
Israelis. How efficient are Israel's intelli- 
gence services, really? Should civil rights 
be accorded to Palestinian guerrillas bent 
on destroying the state of Israel? And, as 
always in Israel, there is a sharp party- 
political angle. Until the beginning of this 
month, the leaders of the two main par- 
ties in Israel's coalition government had 
been in unison on the matter. Neither 
wanted to embarrass Shin Beth. the in- 
side-Israel intelligence service involved in 
the гом. But now the Labour prime 
minister, Mr Shimon Peres, says he is 
willing to sanction a further inquiry. That 
could touch several senior politicians. 
especially the Likud leader. Mr Yitzhak 
Shamir, who is due to take over as prime 
minister in October. 

Mr Shamir was prime minister in April 
1984, when four Palestinian youths from 
Gaza hijacked a bus full of passengers 
and kept it under their control for five 
hours, until it was rescued in a pre-dawn 
army attack. Two of the Palestinians were 
killed in the attack but press photogra- 
phers snapped the other two being taken 
off the bus alive. The outcry when they 
were subsequently discovered to have 
been killed forced Mr Shamir to launch 
an inquiry into the manner of their death. 
Killing unarmed prisoners is forbidden by 
Israeli law. 

Two committees of inquiry recom- 
mended prosecuting a brigadier. who was 
the senior officer at the storming of the 
bus, and five undercover men from Shin 
Beth, which is in charge of counter- 
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it occupies. Last August the brigadier was 
cleared by a military court. But the Shin 
Beth men involved in the incident were 
never tried. 

The committees never established who 
actually killed the Palestinians, nor who 
ordered the killings, or why. The head of 
Shin Beth, Mr Avraham Shalom, was on If he does, Mr Shamir could be in a 
the spot at the time. Last December three — disagreeable corner. 
top Shin Beth men suddenly tesiened, ^ 

India 


apparently in protest against Mr Shalom’s 
The Brahmins are 


alleged eagerness to prevent investiga- 
tions which might have forced Shin Beth 
revolting 
FROM OUR INDIA CORRESPONDENT 


against any new investigation. 
The next question is whether, if anoth- 





to reveal more about the business. They 
said lies had spread through the organisa- 
tion like a disease. 

Mr Shalom replied that the allegations 
had been concocted by mutinous juniors 
bent on unseating him, and that more 
inquiries would harm Israel's security. At 
first Mr Shimon Peres, who as prime 
minister is directly responsible for Shin 
Beth, accepted Mr Shalom's argument. 
But the attorney-general. Mr Yitzhak 
Zamir, did not. He filed a complaint 
against Mr Shalom which could have led ported four prominent dissidents who had 
to his prosecution. He also contended been expelled or suspended from the 
that Mr Shalom should be suspended party. 
until further investigations had been com- Mr Tripathi criticised the "casual" and 
pleted. Mr Peres rejected Mr Zamirs “inept” handling of party affairs by Mr 
request. Instead of Mr Shalom going. it Gandhi and his "so-called operators". He 
was Mr Zamir who, at the beginning of complained that, since the party's land- 
this month, left his post. slide election victory in 1984, it had done 

On June 3rd Mr Peres. having previ- poorly in elections and lost control of the 

ously called his fellow Labour party min- Punjab and Assam state legislatures. His 
isters to a meeting with the head of Shin angriest words, however, concerned Mr 
Beth, changed his mind and asked for a Gandhi's failure to consult him on ques- 
police inquiry. The new attorney-general, tions of party organisation. 
Mr Yosef Harish, says he needs time to Mr Tripathi and the former finance 
study the case. He will probably have to minister. Mr Pranab Mukherjee, were 
set up some sort of inquiry. but it may not among those party figures who, after 
have the teeth Mr Zamir was demanding. shining like stars in Mrs Indira Gandhi's 
Mr Peres's change of mind was quickly firmament, found themselves obscured 
echoed by the justice minister, Mr Yitz- Бу the new men promoted by her son. For 
a while Mr Gandhi put up with the open 
criticism they directed at him; then, in 
April, he expelled Mr Mukherjee from 
the party and suspended three others. 

By themselves, these people would not 
matter much: but they have given voice to 
a more general discontent within the 
party. It stems from Mr Gandhi's failure 
to involve the party in government or to 
give its elected representatives the access 
to power they think they deserve. Some 
Congress members of the national and 
state parliaments have spent a lot of 
money on winning their seats and feel 
they are not getting a good return on their 
investment. If Mr Gandhi had not put 
through legislation that bars members of 
parliament from leaving their parties, he 
might have had a rebellion on his hands. 

The split in the party is also a battle 
between castes. Mr Tripathi, Mr Mukher- 
jee and the most vocal dissidents are 
Brahmins. members of the highest caste 


In his 67 years as a member of India's 
ruling Congress party, its president, Mf 
Kamlapati Tripathi, has not learnt much 
about party discipline. On May 28th the 
newspapers printed a letter from him to 
the prime minister, Mr Rajiv Gandhi, in 








m 


Nobody's untouc 





hable, said Zamir 


hak Modai, a leading Likudnik, but other — 
senior Likud ministers, such as Mr David _ 
Levy and Mr Ariel Sharon. have been - 
notably silent. Mr Shamir is still dead — — 


er probe begins, Mr Shalom will argue - 
that he was taking orders “from above”. — 


which he attacked Mr Gandhi and sup- 
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King Rajiv sits tight 


in the Hindu system, which has dominat- 
ed Congress politics since its beginnings 
in the nineteenth century. They are clos- 
ing their ranks to meet the challenge now 
posed by a group which belongs to anoth- 
er high caste and which is particularly 
strong in the three big northern states, 
Uttar Pradesh, Rajasthan and Madhya 
Pradesh: the Rajputs and their Kshatriya 
associates. Although the Rajputs have 
not, in the past, supported Congress. Mrs 
Gandhi wooed them, and a number have 
done well under her son. Mr Tripathi's 
main adversary, the party vice-president. 
Mr Arjun Singh, is a Rajput, as is the 
finance minister, Mr V. P. Singh. 

The battle between the two groups has 
been raging in the Congress party's Hin- 
di-speaking stronghold, particularly in 
Madhya Pradesh and Uttar Pradesh. In 
preparation for the party elections in 
July, both groups have been recruiting 
new members. In Uttar Pradesh 1.5m 
members were enrolled in two weeks. 


' Most of the new members were recruited 


by the Rajputs, whose campaign was led 
by Mr Arjun Singh in Madhya Pradesh 
and by a relative of his, Mr Sanjay Singh. 
in Uttar Pradesh. When the party high 
command began to examine the new 
membership. it discovered that most of 
those enrolled either did not exist, or had 
not been consulted. 

To punish Mr Tripathi for his latest 
offences would further enrage the Brah- 
mins, and Mr Gandhi, sensibly. seems to 
have decided against it. He has enough 
party problems already. Municipal elec- 
tions are due on June l5th in West 
Bengal. where the Congress party is split 
into bickering factions. The Congress-run 





government in Haryana is likely to kick 
up a fuss if the central government keeps 
its promise to hand over Chandigarh, at 
present a state capital shared by Haryana 
and Punjab, to Punjab's sole ownership 
on June 21st. On June 4th Mr Gandhi had 
to sack Haryana's chief minister, the most 
zealous opponent of Chandigarh's trans- 
fer. In Orissa, Congress members of the 
state legislature want to remove the Con- 
gress chief minister, Mr J. B. Patnaik, 
who is accused of using party funds for 
sexual purposes. Mr Gandhi can do with- 
out a Brahmin revolt. 


М 
Argentina 


Power to the army 


FROM OUR CORRESPONDENT IN BUENOS AIRES 





President Raul Alfonsin’s objective of 
remoulding Argentina's stubborn and in- 
competent military caste has been set 
back once again. On June 5th he appoint- 
ed his fourth defence minister since tak- 
ing office 31 months ago. The first two 
died in office, of natural causes: the third, 
Mr German Lopez, resigned after only 


FEIFINNEWUTEETTMUIeTGR US YU" Yum 


three months in the job, pleading sickness 
and confessing to pessimism about the 
chances of reforming the officer corps. 
Mr Lopez alleged, after resigning, that 
freelance agents employed by the interior 
ministry to investigate the kidnapping of a 
businessman had extorted large sums 
from the victim's family—and that the 
extortionists had previously been em- 
ployed as part of the military rulers' 
"repressive apparatus", the polite term 
for the old death squads. 

Two immediately preceding events 
demonstrated both the officer corps's 
self-confidence and the government's dif- 
fidence in confronting it. They were an 
attack by an Argentine gunboat on а ^ 
Taiwanese trawler, which left one crew- 
man dead, and the mystery of a bomb in 
the barracks that did not go off. 

The Taiwanese trawler, Chian Der 3, 
was fishing within what Argentina claims 
as its 200-mile fishing zone, and just 
outside the 150-mile Falklands Islands 
exclusion zone which, it is generally 
agreed, is scandalously over-fished. Oth- 
er Taiwanese fishing boats had escaped 
Argentine pursuit by running for British- 
protected waters, The Chin Der 3 was 


After they've seen Paree 


FROM OUR PEKING CORRESPONDENT 


Many Chinese sent abroad to study. in 
the expectation that they will bring back 
western knowhow, are staying in the 
West. Since 1978, when Mr Deng Xiao- 
ping began to open up China to the 
outside world, some 38.000 Chinese 
have been sent to western universities 
for advanced study. According to the 
government's figures, only 15.000 had 
returned by last August. 

Some have delayed their return; some, 
though there is no telling how many. 
have decided not to return at all. This 
brain-drain of some of China's best and 
brightest naturally worries the govern- 
ment. And more students want to go 
abroad. The People's Daily recently 
complained that too many university 
graduates spent their time preparing to 
study in foreign parts instead of getting 
on with their assigned jobs. Study 
abroad will continue, it said, but "those 
who can go abroad are still a small 
number". 

All the same, rumours persist that the 
government is thinking about cracking 
down. especially on the 60% of Chinese 
students who pay for their overseas study 
themselves. These students, who usually 
get the money for it from friends or 
relatives living overseas or from scholar- 
ships. already have to work in China for 
at least two years before going abroad. 
Foreign embassies in Peking. faced with 
a possible embarrassment of illegal Chi- 
nese immigrants in their home countries, 


are careful to whom they issue visas. The 
United States alone already has about 
15.000 Chinese students. 

Graduate students everywhere are no- 
torious for spinning out their studies as 
long as they can, but Chinese students 
abroad have good reason to linger. Even 
officials admit that the homecoming is 
not much fun. In 1984 a state councillor 
told the China Daily that 70% of those 
returning could not use their newly-won 
expertise properly because of “а short- 
age of facilities and unsuitable work 
assignments". 

An overseas degree does not win its 
owner extra perks, such as better hous- 
ing. At Peking's prestigious Qinghua 
University. the joke is that you can 
always spot where the returners live 
because their books are piled up outside 
the front door: their quarters are usually 
much smaller than those of colleagues 
who staved behind and kept their con- 
nections with the university authorities. 

The Chinese government has an- 
nounced that it will spend $8m on ten 
research centres throughout the country 
to employ returned students. After two 
years in a research job. they will be 
allowed to choose where they want to 
work. This sounds like a step in the right 
direction, but many overseas students 
will be suspicious. However good the 
government's intentions. it is almost im- 
possible for anybody in China to choose 
his own job. 
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fired on and set ablaze by the cutter 
Prefecto Derbes, which took some of the 
wounded to the Argentine mainland. A 
British warship and another Taiwanese 
vessel offered help with a rescue: the 
Argentine coastguard told both to push 
off. Fisheries policy seemed to be set by 
an angry captain on the high seas, 

The bomb was found on May 19th, 
inside the base of the Third Corps of the 
Argentine army, under a bridge that Mr 
Alfonsin was due to cross in the course of 
a visit. Mr Alfonsin was thus offered an 
ironclad opportunity to assert his author- 
ity. Instead, the army carried out its own 
inquiry, not into who placed the bomb 
but into the less grave question of wheth- 
er it was meant actually to go off; the 
implication being that the incident was 
some sort of mildly dangerous prank. The 
commander of the Third Corps, General 
Ignacio Anibal Verdura, resigned, claim- 
ing “sole responsibility". 

The soldiers claimed that General Ver- 
dura's self-sacrifice wiped the slate clean. 
They had adopted the same attitude just 
before the bomb incident, when the 
Armed Forces Supreme Council handed 
down its verdicts, and jail sentences, 
upon General Leopoldo Galtieri and two 
other Falklands warlords. After a trial 
lasting almost three and a half years, the 
whole blame for the Falklands disaster 
was shuffled off on to three individuals. 
The armed forces intend to do things in 
their own time and their own way. 

For the moment nobody expects a new 
military coup, if only because the econo- 
my is in such a bad state that the soldiers 
would rather not try to run it. But the 
officer corps is not averse to a “Prussian 
arrangement”, whereby military men 
hold real power behind a civilian front. 
This is how the country was run in the 
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years around 1960, under Mr Arturo 
Frondizi and then Mr José Maria Guido. 
Like his predecessors, Mr Alfonsin is 
seeking a compromise with the military 
state-within-a-state that has always been 
the key to power in Argentina. Civilians 
reacted to both the bomb under the 
bridge and the Falklands verdict by first 
demanding something better, then shrug- 
ging shoulders in apathy. From that apa- 
thy the power of the soldiers grows. 


ЕІ Salvador 
The way do it 


President Napoleon Duarte presumably 
had two things in mind when he offered 
on June Ist to renew his talks with El 
Salvador's guerrillas: to weaken the guer- 
rillas themselves, and to embarrass near- 
by Nicaragua's Sandinist government at a 
delicate moment. He may score a point 
on both counts. 

Since he became president. Mr Duarte 
has made El Salvador a slightly more 
relaxed place. Congressional and munici- 
pal elections are due in March 1988, and 
the next presidential election will be held 
in 1989. So Mr Duarte has appealed to 
the guerrillas to come down from the hills 
and join in civilian politics. The war has 
not been going well for them—the army's 
latest attack, against guerrilla bases 
around the Guazapa volcano, did quite 
nicely—and some have answered his ap- 
peal. One recent defector, 21-year-old 
Mr Nelson Guerra ("Comandante Er- 
nesto"), the second-in-command of a 
guerrilla battalion, who was trained in 
Cuba and Nicaragua, said he opposed the 
guerrilla high command's recent order to 
lay mines which kill civilians. 

A new meeting with the Farabundo 
Marti Liberation Front, fixed for July or 
August, will, President Duarte hopes, 
encourage more defections. It will also 
distract attention from Mr Duarte's chief 
worry: the grumbling in San Salvador, the 
capital, over his austerity programme. 
The currency has been devalued, there is 
a sales tax on non-essential goods, the 
import of luxuries has been banned and 
tax exemptions for state enterprises have 
been cut. Petrol, medicine, wheat, vege- 
table oil and public utilities all cost more. 
Demonstrations and strikes called by left- 
wing unions have, however, mostly 
failed. The middle-of-the-road unions, 
which have more members, still uneasily 
support Mr Duarte. 

The other effect of Mr Duarte's peace- 
talks proposal is to make a contrast with 
Nicaragua. Mr Duarte is inviting his guer- 
rillas to rejoin the political process, 
though he has hitherto declined to offer 
them a share in power until they have 
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measured their strength in an election. 
The Sandinist government in Nicaragua, 
by comparison, refuses to have any deal- 
ings with that country’s contra rebels. 

The contrast may help the Reagan 
administration when it resumes its at- 
tempt in Washington later this month to 
persuade Congress to give more aid to the 
contras. Mr José Azcona, the president of 
Honduras, where many contras are 
based, said on May 28th that “we believe 
that the contras should be fighting inside 
Nicaragua, and that they can do so only if 
they receive assistance". 

The contras themselves are trying to 
persuade Congress that they are worth 
helping. The three leaders of the United 
Nicaraguan Opposition — (UNO)—Mr 
Adolfo Calero, Mr Arturo Cruz and Mr 
Alfonso Robelo—agreed on May 29th 
that important decisions will henceforth 
be taken by majority vote. This means 
that Mr Calero, the conservative leader of 
the main contra force, will not be able to 
veto proposals by the other two, as they 
say he has in the past. This may win a few 
votes on Capitol Hill. The other rebel 
chief, Mr Eden Pastora ("Comandante 
Zero"). gave up his war against the 
Sandinists on May 16th for lack of guns 
and money. But most of his men prompt- 
ly joined a group within UNO. 


New Caledonia 
This land is yours 





Whatever happened to New Caledonia? 
Suddenly, last September, it stopped be- 
ing a trouble spot. This was because 
France's Socialist government skilfully 
gerrymandered the local elections so that 
the indigenous Melanesians, who want 
independence, won three of the Pacific 
island's four regions, while the whites, 
who want to stay with France, won con- 
trol of the island as a whole. With both 
sides able to claim victory, both were 
content to shoulder arms while a referen- 
dum was set up on the colony's future. 

This delicate armistice may have been 
endangered by the.decision on May 21st 
of the new French government, under its 
conservative prime minister, Mr Jacques 
Chirac, to introduce legislation іп 
France's National Assembly to scrap 
most of the Socialist innovations in New 
Caledonia. If the bill passes, the regional 
councils will surrender some of their tax- 
gathering and spending powers and their 
control over local development. These 
powers will go to the white-controlled 
territorial congress or to the high commis- 
sioner, who is appointed by France. 

The Socialists had hoped that power- 
sharing would build up some trust be- 
tween the white settlers and the Melane- 
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sians (called Kanaks); and that the two 
groups would then agree, in a referen- 
dum, to an "independence association" 
which would have satisfied most Kanak 
- demands while keeping New Caledonia 
linked to France. Under the new plan, the 
referendum will simply ask: Do you want 
_ to remain French or do you want inde- 
pendence? Those against independence 
would probably win such a referendum. 
The 62,000 Kanaks are the largest group, 
but they are not a majority. There are 
54,000 Europeans, mostly French, and 
30,000 Asians and other Pacific islanders 
. who would probably vote with the Euro- 
peans against independence. 
= Mr Jacques Chirac's government seems 
determined to hang on to New Caledonia. 





You're all right, Sections 


He campaigned on behalf of the settlers 
in last September's local elections and 
said that a conservative government 
would halt the movement towards inde- 
pendence. “This land is yours and no one 


When the SALT trickles out 


President Reagan announced on May 
27th that America will no longer feel 
obliged to stay within the limits of the 
(unratified and anyway formally de- 
funct) 1979 SALT-2 treaty if Russia does 
not come back within those limits. It 
seems unlikely that the announcement 
will lead the Russians to scrap those of 
their nuclear weapons that exceed the 
treaty limits. So unless Mr Reagan and 
Mr Gorbachev can agree on the outlines 
of a new treaty by the end of 1986, the 
prospect is that the United States will 
step outside the bounds of the old one 
and Russia will react. But neither side is 
likely to go to the extremes that some 
doom-sayers have been predicting. 

Under SALT-2, cach superpower may 
deploy no more than 2,250 long-range 
nuclear missiles and bombers, of which 
no more than 1,320 may carry multiple 
independently targetable vehicle (MIRV) 
warheads. Of those 1,320, no more than 
1,200 may be missiles; and no more than 
820 of them may be land-based. 

America has already deployed 98 в-52 
bombers with cruise missiles. It is plan- 
ning to put these missiles on 96 more B- 
52s. Each such bomber counts as one 
MIRVed system. But America now has 
only 1,190 of its permitted total of 
MIRVed missiles, so the 1,320 missile- 
plus-bomber limit will not be broken 
until the 131st bomber gets its cruise 
missiles, towards the end of the year. 
When all the B-52s are converted, Ameri- 
ca will exceed that limit by about 60. 

For the Americans to break other 
limits within the next 18 months would 
involve making expensive changes in 
existing plans, which Congress would be 
unlikely to approve, and which would 
make little military sense. The United 
States' next opportunity of increasing its 
arsenal in a sensible way would not come 
until near the end of the 1980s, when it is 
scheduled to start putting advanced 
cruise missiles on 100 B-1 bombers. 

Moreover, Mr Reagan has not thrown 
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off all limitations. A little-noticed pas- 
sage in the May 27th announcement said 
that America would not exceed the total 
number of Russia's long-range nuclear 
weapons—now about 2,550—or the 
number of warheads on Russia's long- 
range ballistic missiles. And deploying 
the extra cruise-missile bombers would 
still leave the United States well inside 
the other SALT-2 limits, including the 
total of 2,250, with which the Russians 
have never complied. 

Still, if the Americans go beyond the 
treaty limits later this year, Russia will 

. probably retaliate in some way. Its easi- 
est course might be to increase its sub- 
marine-launched missiles beyond the 
SALT-1 limit of 950. As it already has 
about 940 in service, this would merely 
involve the deploying of one new subma- 
rine without decommissioning an old 
one. Or Russia might deploy more of its 
55-24 and ss-25 land-based missiles with- 
out withdrawing the 55-135 and 55-115 that 
they are supposed to replace. Since the 
new missiles are mobile, it would not 
even be necessary to take old ones from 
their silos to make room for them. 

If the competition-without-SALT con- 
tinued for up to seven years, both sides 
would probably seek to make increases 
with more military point. The main thing 
America would probably do is deploy 
the small, single-warhead Midgetman 
missile. That would be another clear 
breach of the terms of the 1979 treaty, 
for this permitted each side only one new 
land-based type, and the MX Peacekeep- 
er was the Americans' choice. 

The Midgetman, which is well into its 
development process, is not likely to be 
stopped by anything short of a new 
agreement providing for deep cuts in the 
two powers' arsenals. But it would not 
be cheap, particularly if deployed in 
hardened mobile launchers as now 
planned; and Congress would probably 
limit the number of such missiles to 
about 100, instead of the 1,000-plus that 


can contest that," he told an enthusiastic 
crowd in the capital, Noumea. 

The price of a hard line, he may judge, 
would be bearable. Although the troubles 
in New Caledonia in 1984-85 made world 
headlines, they killed only 20 people, a 
slow week's nastiness in Beirut. Under 
the New Caledonia bill, France would 
spend a lot of money on making life on 
the island more agreeable; it has followed 
this approach in Tahiti, which it guards 
just as jealously. But, as in Tahiti, the 
money would probably benefit the have 
whites more than the have-not Kanaks. 
The Kanak revolt badly shook the Social- 
ist government, and took much cunning 
to calm down. Mr Chirac may find his 
election promise a costly one to keep. 


was talked about when the small-missile 
idea was first hatched. None of the other 
things the Americans might do about 
deploying more warheads or missiles 
beyond the treaty limits would make 
much military sense, and in the end the 
high cost is likely to restrict them to 
doing militarily sensible things. 

Russia has more weapons in develop- 
ment and more production lines in oper- 
ation than the Americans have, so it 
could build up a treaty-exceeding arsenal 
much faster. However, Mr Gorbachev 
himself has said that Russia has all the 
weapons it really needs. He is therefore 
unlikely to approve of any rapid pouring 
of large amounts of scarce resources into 
extra new weapons. 

In the medium run one logical Soviet 
move would be to deploy the huge new 
MiRVed missile, with 20 or more war- 
heads, that is being developed to replace 
the 10-warhead 55-18. The warheads 
would not be a violation of SALT-2, which 
does not limit warheads directly; but the 
new missile would be a violation—and 
the increase in Soviet warheads would 
worry American planners a lot. 

The thought of huge numbers of war- 
heads on both sides is one of the most 
disturbing features of this kind of compe- 
tition. America now has about 9,500 
warheads on long-range missiles, includ- 
ing cruise missiles, and the Russians 
about the same. By 1990, on present 
plans, these numbers would have in- 
creased to about 10,500 and 11,500 re- 
spectively, even if SALT-2 were scrupu- 
lously observed by both sides. 

Without SALT-2, both sides will deploy 
extra weapons and the warhead total will 
go even higher, although almost certain- 
ly not to the 16,000-20,000 predicted by 
some pessimists. The best guess is fewer 
than 14,000 warheads for America and 
no more than 15,000 for Russia. These 
may seem horrendous numbers, but they 
are not much worse than they would be if 
SALT-2 were being honoured. The way to 
get the numbers down would be to make 
a new agreement which, unlike SALT-2, 
would specifically limit warheads. 











An abridged version of comments made by 
Patrick Sheehy, Chairman of B.A.T Industries, 
at the Annual General Meeting on Thursday 29 May 1986 


Barriers to trade - 
investment in Eure 
must be removed 








The European.Community plays an 
important part in the business strategy of this 
company. Group profits earned within Europe, 
including the UK, have risen to £390m in the 
last 10 years. There are strong opportunities for 
business expansion and profit in Europe but we 
could do even better if the trading environment 
was less restrictive, 
| It is vital, in the interests of everybody who 
lives and earns his living in this part of the world; 
that we tear down the antiquated barriers to 
trade and investment inside the European 
Community and establish the single internal 
market which was always part of the long-term 
goal. 

One internal market in Europe will mean 
that we can sell our goods and services as easily 
to France or Portugal as we can to Manchester 

Ё гог Edinburgh. It will remove delays at frontier 
С posts and reduce the £7 billion of unnecessary 
5 2 1E administrative costs incurred by European 
businesses each year. 








One market in Europe means that businesses 


can grow to a sufficient size to compete with 
international competitors, and it will unleash 
the tremendous skills, innovation and capital 
that can make our businesses world leaders. 

In financial services, an area of particular 
interest to this Group, there are signs that some 
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of the barriers preventing trade between 
member states will be reduced. Later this year .- 
the European Court will make its judgement 
about restrictions on insurance. This could 
lead the way to a much freer market, with 
opportunities for new business and new jobs, 

Throughout Europe there is a greater 
awareness of the need for competitive and 
profitable business and the kind of environment 
which will encourage that. Lord Cockfield, Vice- 
President of thé European Commission; has 
produced a timetable for the completion of the 
internal market. Prime Ministers of Europe have 
agreed amendments to the Treaty of Rome which 
commit them to complete the internal market 
by 1992 and improve decision making. 

Of course, a major endeavour such as this 
is bound to encounter difficulties; but the stakes 
are so high that we must find a way round them. 
At the moment the will is there, but it needs to 
be translated into action. 

If Europe is to face up to her competitive 
challenges and successfully tackle the blight of 
unemployment then Governments, businesses 
and citizens must learn to co-operate and work 
together for the future. For itis only by real and 
practical co-operation that Europe can remain 
a major economic and political force in the 
world today. 
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All these securities have been sold, this 
announcement appears as a matter of record only. 


THE FORMOSA FUND 


(a contractual securities investment trust fund established under and governed by 
the laws of the Republic of China in Taiwan) 


US$25,000,000 


Investment Manager 


KWANG HUA SECURITIES INVESTMENT & TRUST CO., LTD. 
Taipei, R.O.C. 


underwritten by 


INTERALLIANZ SECURITIES CORPORATION 
MIM (ASIA PACIFIC) LIMITED 
HOARE GOVETT ASIA LIMITED 
HAMBRO PACIFIC LIMITED 
GOVETT ORIENTAL INVESTMENT TRUST PLC 


Brokers 
HOARE GOVETT LIMITED 





Now more powerful than ever... MicroTSP™ 5.0 
... High performance software 





Now available in enhanced version 5.0, this soft- 






M ware package for regression, forecasting, and time 
* series analysis—loaded with exciting new for statístícs and forecastíng 
І features—gives you all the power you need to ana- MicroTSP machine specifications: 







lyze time series data and work cross-section prob- 
lems in any field. 






Version 5/0: IBM/PC, XT, AT, and compati- 
bles, 384K RAM, 2 disk drives. 












= For financial analysis... sales forecasting. . . cost NEW FEATURES: 
analysis and forecasting...or any other type of 
time series forecasting or modeling... MicroTSP * Expanded memory capacity—up to 32,000 
more than meets your professional needs. data points 
* New techniques; Nonlinear least squares, 

Well-written documentation. probit, logit 
320 page User’s Manual by Robert Hall, Stanford * Improved hard disk support—no key disk 
Univ. Included with each package: sample data required 
and case studies, regular and 80(2)87 program * Hercules graphics support 
disks. è 

Order now by filling out and mailing the coupon below QMS peek ei Җ 







or call TOLL-FREE 1-800-782-3737 (in New York 212-512-2345) 


Clip and mail to: wni E.T. Matthews—26th FI. C] My check (including local sales tax) is enclosed. 
" McGRAW-HILL BOOK COMPANY Charge my (VISA OMASTERCARD Exp. Date. 
nun А 1221 Avenue of the Americas 
New York, NY 10124 Card # 


I want to order MicroISP. Please send me: Price Signature 
O Information on trade-up policy for IBM/PC 


































Name. 
О IBM/PC (5.0) Demo Package 0-07-852207-2 $ 30.00 
О IBM/PC (5.0) 0-07-852205-6 $595.00 Address 
IBM/PC, XT. and AT are registered trademarks of International Business Machines CHi o E MS 
Місто SP is a registered trademark of Quantitative Micro Software 
PRICES AND TERMS VARY OUTSIDE U.S.—FOR THIS Payment must accompany order. Check payment to McGraw-Hill Book Co. (Include local 
INFORMATION WRITE B. MUTINSKY AT ADDRESS ABOVE. sales tax). Disks are not returnable TSP-1 






X 32 a THE ECONOMIST JUNE 7 1986 
ИЧ 2 Е ЧАС РРС САРТ 7 АА eS л. 11 catal soc ccv o нйн „ШНА, 5. a 





AMERICAN SURVEY 





The war on drugs should begin 


at home 


“Crack” appears in no dictionary, no 
newspaper index, no medical journal; 
three months ago it rated only a footnote 
in a 1,000-page compendium on Ameri- 
ca's drug problem, put out by the Presi- 
dent’s Commission on Organised Crime. 
- Today this potent form of cocaine, also 
— known as "rock", is attracting addicts 
faster than any other drug in America. It 
is cheap enough, at as little as $5 a dose, 
to appeal to teenage experimenters; it is 
clean enough, as a white ready-to-smoke 
pellet, to lure suburban executives into 
ghetto sales points. And it is available 
enough, in 25 states, to have ensnared as 
many as Im users in six months. Many 
will become addicts in a matter of weeks. 

Unlike powdered cocaine, which can 
be snorted companionably at a party or 
around an open fire. crack is not a 
recreational drug. The craving it induces 
quickly becomes obsessive and destruc- 
tive. It is a speeded up form of cocaine in 
every sense: it affects the brain within 
seconds of smoking. accelerating the 
heart beat and the pulse rate, an over- 
stimulation that the user briefly feels as 
euphoria before it subsides into depres- 
sion, delusion and an urge for more. The 

Decmozraphic impact of crack also looks 
ike high-speed cocaine: cocaine snorting 
started in the 1970s as a rich man’s sport, 
and only three years ago began to filter 
down to the less rich, the less white and 
women. Crack has crashed all social bar- 
riers in under a year. Although half of its 
users are young black men, the rest come 
from all classes. 

Research suggests that all the converts 
to crack, except for the odd adolescent. 
come with some experience of cocaine 
snorting. Yet this hardly limits the num- 
ber of potential users, since about 30m 
Americans have toyed with cocaine. The 
prime candidates are the 5m-6m regular 
cocaine users. half of whom are addicts. 
Cocaine can be addictive in any form, but 
smokers get hooked much faster than 
snorters. Some people have been prepar- 
ing their own smokes for years in a 
process known as freebasing. which in- 
volves purifving cocaine powder with 


THE ECONOMIST JUNE 7 1986 


A ae Deo use di d 2 


BOSTON 


ether and then igniting it. Crack is a 
breakthrough because it is so much sim- 
pler and safer to make: mix cocaine 
powder with baking soda and water and 
heat on any kitchen stove. New York is 
said to have hundreds or even thousands 
of "crack houses" where crack is made, 
sold and smoked (and where sex is often 
exchanged for a puff). 

New York is not the crack capital; that 
title belongs to Los Angeles where crack 
got started three or four years ago, per- 
haps because of its proximity to cocaine 
supply routes through Mexico. (So far 
crack itself is strictly American-made.) 
But New York is taking the lead by 
assigning a full-time, 101-strong narcotics 
squad to combat crack, its first group 
devoted to a single drug. A week into the 
job. on May 30th, the squad suffered its 
first casualty when an officer was shot in 
the course of a crack bust. 

The New York narcotics force expects 
to find a connection between crack and 
organised crime, though the mobsters do 
not seem to be into it, yet. A Justice 
Department study released this week 
found that more than half the people 
arrested for serious crimes in New York 
and Washington. DC. were drug users. 
with cocaine the favourite in New York. 
In the three months the police have been 
keeping track of crack. they have noted 
that 57% of their cocaine arrests involve 
crack, as do 90% of cocaine seizures. The 
police would like to increase the penalties 
for selling small quantities of drugs: in the 
crack age, lethal doses come cheap and 
small. 

Police forces are not the only authori- 
ties to have been thrown by crack. Many 
doctors have yet to hear of it (the first 
article analysing it clinically has just been 
submitted to the Lancet by Dr Arnold 
Washton, research director of the Co- 
caine Hotline) and few clinics are 
equipped to meet the demand for treat- 
ment by crack users. The only way to 
break the crack habit. according to Dr 
Washton, is to stop it, short and sharp. 
Because crack addicts are more suscepti- 
ble to suicide and mental dislocation than 
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snorters, they are more likely to need 
immediate hospital treatment followed by 
up to a year of out-patient therapy. 

Crack is just one of three extra-potent 
varieties of popular narcotics that have 
recently come on the market. A high- 
quality marijuana called sinsemilla is 
three times as intoxicating as ordinary 
grass but also about three times as expen- 
sive: one joint costs $15-25. The high - 
price has limited its appeal; it is said to 
have captured about 10% of the market, 
though 30% of the locally cultivated mari- 
juana seized by the government last year 
was sinsemilla. More lethal than both 
crack and'sinsemilla is black tar heroin, 
which offers 60-70% purity, compared 
with 2-6% for ordinary heroin, at about a 
tenth of the price. 

Black tar, also known as bugger, can- 
dy, dogfood, gumball, Mexican mud, 
peanut butter and tootsie roll, is, like 
crack, the result of a cheap new refining 
process. It is attracting new addicts, the 
first rise in heroin users for some years, 
though not yet at the rate of crack. As a 
dirty drug which is usually injected, black 
tar is sold mainly in inner cities. Like 
crack, it started in Los Angeles and has 
since spread to 27 states, but has yet to 
find a market niche in New York. What 
makes black tar heroin unique is that it 
has a single. foreign source—Mexico— 
and finds its way into Mexican-American 
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distribution, networks, often via illegal 
immigrants. 

The emergence of black tar is one 
explanation for the increase in Mexico's 
share of the United States heroin trade: 
last year it became the single biggest 
supplier, outdistancing the countries of 
south-west Asia, at the same time as it 
was beating Colombia as the biggest mari- 
juana exporter, and becoming the con- 
duit for a third of America's cocaine. It 
was these figures, repeated at a Senate 
hearing last month, that helped set off a 
diplomatic fracas with Mexico which has 
yet to subside. 

On May 13th the customs commission- 
er, Mr William von Raab, blamed “‘mas- 
sive drug-related corruption" for Mexi- 
co's backsliding from being a model in 
drug eradication to this year's prime in- 
ternational offender. All this had been 
described in the State Department's an- 
nual narcotics report in March, but Mr 
von Raab  undiplomatically named 
names, including those of the Mexican 
president's cousin and a state governor. 
The Mexican cabinet met, demonstrators 
marched and formal protests flooded into 
Washington. There followed two weeks 
of clarifications, disavowals and rebut- 
tals: first an endorsement of the hearing 


Republicans 


from the State Department, then an apol- 
ogetic letter to Mexico from the secretary 
of state; a reassuring telephone call from 
the attorney-general, Mr Edwin Meese, 
to his Mexican counterpart and White 
House praise for Mexico’s war on drugs, 
followed by support from his superiors for 
Mr von Raab. 

The most cutting Mexican retort, which 
has yet to be answered, is that the United 
States is ill placed to blame others for 
drug trafficking when it cannot contain its 
own $100 billion-a-year drug trade. 
America's record marijuana crop last 
year was probably at least three times as 
big as Mexico's and its cocaine processing 
was at record levels. The United States 
actually helped push drug business Mexi- 
co's way by promoting a campaign against 
drug producers in Colombia which led 
traffickers to re-route their cocaine. Re- 
cent shifts reinforce the picture of the 
world drug trade as a battered bucket 
which springs a new leak as soon as an old 
one is plugged. The president's crime 
commission, perhaps anticipating Mexi- 
co's charge, has demanded a stepped up 
assault on domestic drug demand. The 
emergence of crack, sinsemilla and black 
tar make that mission more urgent than 
ever—and more difficult. 





If God could vote . 


President Pat? The Rev Pat Robertson's 
ability to get some 4,500 Michiganders to 
declare themselves candidates under the 
banner of his organisation does not quite 
put him in the White House. It does make 
it more likely that he will eventually run 
for the Republican nomination in 1988. It 
also makes.the tasks of the two front- 
runners, Vice-President George Bush 
and Representative Jack Kemp, a bit 
more complicated. It may even make 
some of the wait-and-see candidates 
keener to join the fray. And it certainly 
makes the growing impact of the religious 
right on the Republican party clearer to 
behold. 

The urge to be first in the long game of 
choosing a president is what lies behind 
the selection of Michigan's candidates last 
week. May 27th was the filing date for 
candidates in the Republican primary, in 
which precinct delegates will be chosen 
(many more tedious events take place 
before Michigan's delegates go, not 
bound to any candidate, to the Republi- 
can convention 26 months hence). The 
4,500 or so associated with Mr Robert- 
son's Freedom Council, the organisation 
founded by the television evangelist to get 
Christians involved in politics, reflect 
nothing more than the ability to organise. 
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Yet that ability, which Mr Robertson has 
shown he has in Michigan in the same 
degree as Mr Bush (whose political action 
committee filed roughly as many candi- 
dates) and in greater degree than Mr 
Kemp (whose outfit filed many fewer). is 
essential for winning the nomination. 

Mr Bush and Mr Kemp could do with- 
out Mr Robertson's candidacy. and not 
just because each wants his supporters for 
himself. If Mr Robertson looks like mak- 
ing neither of them seem acceptable to 
Republicans at large, other candidates, 
notably Senator Paul Laxalt of Nevada, 
could decide to join the race. Because of 
Mr Laxalt's close friendship with Mr 
Reagan, this could reduce the value of Mr 
Bush's greatest asset. his association with 
the president. Mr Kemp might find it 
harder to raise money. 

Technically, only one candidate is in 
the race at present. He is Mr Pierre du 
Pont, the former governor of Delaware. 
who announced the formation of an offi- 
cial campaign committee on Tuesday. By 
doing so, he becomes subject to the 
federal campaign finance laws. The ef- 
forts of the other candidates presumed to 
be running are all financed by committees 
formed ostensibly for the benefit of oth- 
ers than themselves: Mr Bush's Fund for 


America's Future, for instance, which 
paid for his activities in Michigan, was set 
up supposedly to help all Republican 
candidates. 

Federal law sets limits on the amounts 
that individuals can give to presidential 
candidates and political committees. But 
the limits do not necessarily apply to 
contributions to the committees of an 
"undeclared" candidate nor to a non- 
political committee. Thus Mr Robertson 
was able to hold a fund-raising dinner in 
Washington last month at which some 
tickets were $25,000 a couple. That sum 
was split, however, $5.000 going to Mr 
Robertson's political .action committee 
(the Committee for Freedom), $20,000 
going to the tax-exempt Freedom Coun- 
cil. which Mr Robertson describes as “а 
foundation for conservative evangelical 
principles". 

The Republican party views Mr Rob- 
ertson's success, and the recent successes ` 
of other religious Republicans, with a 
mixture of pleasure and unease. On the 
one hand. Mr Robertson's television fol- 
lowers and his network of helpers and 
activists can help to broaden the base of 
the party and organise support for it. On 
the other. the concerns of these activ- 
ists—abortion, school prayer, pornogra- 
phy. homosexuality and so on—may 
drive away potential Republican voters, 
particularly among the young. Some old 
hands fear that the evangelicals and fun- 
damentalists may turn out to be more 
interested in ideological purity than in 
winning elections and that, in the end, the 
loyalty of their candidates will lie not with 
the party but with their churches. 

In other words, the Republican party. 
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better disciplined and financed than the 
Democrats, is beginning to fear that, like 
its rival, it too may be used as a vehicle by 
groups it cannot wholly control. In prima- 
ry elections all over the country this year, 
Republican regulars are being challenged 
by evangelicals and some have already 
been defeated. In last month’s congres- 
sional primary in Indiana, for instance, 
two mainstream candidates backed by the 
party establishment were both van- 
quished, one by an evangelical state sena- 
tor, Mr James Butcher, the other by a 
Nazarene minister, the Rev Donald 
Lynch. If they get to Washington, such 
men may be hard to control. And if they 
don't, that means their seats have gone to 
Democrats. 


Primary elections 


The senator from 
Silicon Valley? 





The primary elections held on June 3rd 
were a bumper bundle: Democratic and 
Republican candidates in eight states 
were sifted out to choose who will stand 
in November. The sifting of greatest 
consequence took place in California. 
There, out of the 12 Republicans who 
wanted to take on Senator Alan Cran- 
ston, the Democrat, in November, the 
winner was Mr Ed Zschau, the 46-year- 
old congressman who represents Silicon 


Valley. His chances of driving Mr Cran- 
ston from his seat, after 18 years, are 
good. 

Mr Zschau's main rival in the primary 
was a conservative, Mr Bruce Herschen- 
sohn, who had the backing of Mr Richard 
Nixon and money from Senator Jesse 
Helms's right-wing political organisation, 
the National Congressional Club. Mr 
Herschensohn, a television commentator 
in Los Angeles, had big majorities in five 
large counties in the southern part of the 
state, while northern Californians fa- 
voured his more moderate, even liberal, 
opponent. Mr Zschau recognised the im- 
portance of southern California, which 
contains about 60% of the state's 12.5m 
voters and is becoming steadily more 
Republican; he concentrated his efforts 
on raising money to buy television time in 
the Los Angeles area. Even so. south and 
north were sharply divided in their 
preference. 

Businessmen admire Mr Zschau's suc- 
cess with his own electronics company. 
his fiscal conservatism and his tenacious 
work in Congress on foreign trade and tax 
matters. But his is an independent mind. 
He supports a nuclear-arms freeze and 
economic sanctions against South Africa, 
opposes the MX missile and, until recent- 
ly, disliked giving support to the Nicara- 
guan contras. More heinous, in the eyes 
of right-wing Republicans, he favours the 
equal rights amendment for women. be- 
lieves in the right to choose abortion and 
opposes a school prayer amendment to 


Pain, suffering and enrichment 


Sorting out party candidates for gover- 
nor, senator, congressmen and the state 
legislature would usually seem enough of 
à burden for the voters. But on June 3rd 
Californians also voted for an initiative 
which plunged them into one of the 
knottiest legal and economic problems 
confronting Americans: the insurance 
liability crisis. On the one hand, premi- 
ums for insurance against personal injury 
suits are rocketing. They are two, three, 
four, sometimes ten or 20 times higher 
than they were a year ago for businesses, 
non-profit agencies, cities and school 
districts. Many of these are unable to 
obtain insurance at all. On the other 
hand, calls are rising for an end to 
outrageously large awards for personal 
injuries, especially damages for pain and 
suffering. on top of payments for medi- 
cal treatment and loss of income. 
Proposition 51 was designed to ease 
both these afflictions. Under Californian 
law, every defendant found at fault is 
responsible for all the damages assessed. 
even if the court decides that his propor- 
tion of the blame is small. This is to 
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ensure payment to the injured person if 
it proves impossible to collect the full 
sum from the others involved—because 
they are penniless, uninsured or cannot 
be found. 

Public agencies are often dragged into 
accident suits and their marginal respon- 
sibility (a faulty street, rough cement at a 
playground, delayed police response) 
and allegedly deep pockets leave them 
targets for full payment. Insurance com- 
panies complain that they too are consid- 
ered to have ample resources and so end 
up paying an unfair share of the bill. 

Proposition 51 erases the concept of 
"joint and several" liability for all defen- 
dants insofar as it relates to awards for 
pain and suffering. Economic damages, 
such as loss of wages or medical costs. 
are left untouched. The reform was on 
the ballot because three years of efforts 
to get the legislature to adopt it have 
failed. thanks to the efforts of lawyers 
ostensibly worried about a threat to the 
victims of accidents. Supporters of the 
plan suspect that the lawyers were in 
truth much more worried about the 
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Zschau, in spite of southern doubts 


the constitution. He may not come close 
to Mr Cranston, who is one of the most 
liberal members of Congress; but he is 
clearly the sort of Republican for whom 
many Democrats in California could vote 
without choking. He may even be the sort 
of Republican voters elsewhere will look 
to in the post-Reagan era. 

Elsewhere, three incumbent Republi- 
can senators—all of them part of the 
upsurge against the Democrats in 1980— 
won nominations for second terms. In 
Alabama, Senator Jeremiah Denton won 


threat to their high contingency fees. 

The Californian initiative is modest, 
though likely to reduce considerably 
what victims of accidents collect and 
what lawyers can get in fees. It is not 
nearly as far-reaching as a reform of 
medical malpractice suits that the state 
adopted in 1975. This put a limit of 
$250.000 on awards for pain and suffer- 
ing. fixed a scale of fees that lawyers 
might charge and provided that payment 
of awards could be made over years, 
rather than as a lump sum. These con- 
trols seem to have halved the rate at 
which liability insurance costs are rising 
for doctors. 

So great is the alarm over the unavail- 
ability of insurance that Proposition 51 
attracted the largest roster of supporters 
ever in California: cities. counties. thou- 
sands of public officials. Its enemies 
emerged rather late in the day: environ- 
mentalists, consumer groups and public- 
interest lawyers arguing that to do away 
with joint liability might leave Califor- 
nians without protection against the 
damage they can suffer from toxic 
wastes, pesticides and tainted water. The 
effects of these poisons in causing defects 
in babies, infertility or cancer may not be 
known for years. 
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handsomely; a moralising conservative, 
he has recently turned his attention more 
to terrorism than to school prayer and, in 
return, has obviously broadened his ap- 
peal. In Iowa, Senator Charles Grassley, 
a maverick who believes in saying and 
doing everything a farmer would approve 
of and is, in consequence, enormously 
popular, was unopposed. Another farm 
state, South Dakota, produced a more 
bitter race. Here Senator James Abdnor, 
steady and unexceptional, narrowly de- 
feated the flamboyant and gun-toting 
governor, Mr William Janklow, If a mes- 
sage is coming from the farmers, it seems 
to be that they will vote for people who 
they know have done their best for them 
in Congress; they will not take risks with a 
neophyte. 

The congressional primaries were most 
notable for the fate of the few black 
candidates. In New Jersey's tenth con- 
gressional district, which is largely black, 
voters preferred the 19-term Democratic 
incumbent, Mr Peter Rodino, to Mr Don- 
ald Payne, a black who was strongly 
sponsored by the Rev Jesse Jackson. Mr 
Rodino’s prominence as a champion of 
fair housing and voting rights weighed 
heavier, in the end, than the black desire 
to see one of their own for the first time in 
New Jersey's congressional delegation. 
But in Mississippi, a black judge, Mr 
Mike Espy, looks likely to take on Mr 
Webb Franklin, the Republican incum- 
bent in the second district; Mr Espy just 
failed to win an absolute majority over his 
two opponents on Tuesday, but is well 
placed for the run-off later this month. 
Were Mr Espy to win in November. he 
would be the first black congressman 
from Mississippi since Reconstruction. 

The net result of these primaries will 
probably be to comfort Republicans, but 
not too much. Neither Senator Abdnor 
nor Senator Denton, for all their victories 
on Tuesday, is rated highly against a 
Democratic opponent. But the party can 
look for hope, once more, to California. 


Pornography 


Sauce for the 
gander 


WASHINGTON, DC 


America has decided that it is time, once 
again, to reopen the debate on pornogra- 
phy. The decision was in fact taken by Mr 
Edwin Meese, the attorney-general. in 
February 1985. when he commissioned a 
report on the extent and impact of por- 
nography. The commission is expected to 
report next month, but its final draft is 
already being discussed. Though wordy, 
the draft, for the most part. is careful and 
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usually avoids coming to tendentious 
judgments. More than half of its 92 rec- 
ommendations concern the regulation of 
child pornography, and will be relatively 
uncontroversial. Yet the draft has had a 
lousy press. 

One reason is that it decided to publish, 
in annexes, detailed descriptions of the 
material to be found in pornographic 
books and films. Many of these are just as 
steamy as the originals. On publication, 
the report may suffer the same fate as the 
1972 Longford report on pornography in 
Britain, which was gleefully put on sale 
throughout Soho. 

The second reason for criticism is that 
the commission has lost the support of 
some of its members. Though it is not yet 
clear whether all will in the end put their 
names to the recommendations, two have 
already expressed reservations; both are 
women. 

The central part of the report deals 
with whether pornography causes harm 
to society. The commission carried out no 
original research. It answers the question, 
first, by identifying three categories of 
pornography—violent, degrading. and 
non-violent and  non-degrading—and 
concludes that exposure to violent por- 
nography is implicated in aggression or 
sexual violence against women. Degrad- 
ing pornography may have the same ef- 
fect, though the members are less sure 
about that. About non-violent, non-de- 
grading pornography. they are hopelessly 
divided. 

The dissenters dispute whether the sci- 
entific evidence supports the conclusion 
of cause and effect between some pornog- 
raphy and violence against women; many 
researchers share their doubts. Those 
who support the commission on this issue 
have been obliged to conclude, lamely. 
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that it used non-scientific evidence to 
bolster its findings. Yet some of that 
evidence comes from people who are 
committed opponents of pornography. 

The row within the commission has 
given heart to those, like members of the 
American Civil Liberties Union (ACLU), 
who believe that it was stacked from the 
beginning and was bound to end with calls 
for censorship. The report acknowledges 
that what is harmful may still be constitu- 
tionally protected under the first amend- 
ment, but it calls, nonetheless, for in- 
creased enforcement of existing federal 
and state laws on obscenity. 

Enforcement varies. Though some cit- 
ies, notably Atlanta and Cincinnati, have 
driven hard-core porn off the streets, the 
report notes that Miami and Buffalo have 
only one policeman working on obsceni- 
ty, and Los Angeles (the home of 80% of 
the porno film business) fewer than ten. 
Obscenity convictions are virtually un- 
heard of in New York. 

The anti-pornographers, however, may 
not need either the law or the police; they 
can use moral suasion—some call it black- 
mail—in their battle. For the past few 
years, right-wing and religious groups 
have been putting pressure on retailers to 
stop selling porn. The commission's re- 
port implicitly endorses that practice; 
worse, in the eyes of the ACLU and others, 
it may have engaged in a little pressure 
itself. 

The commission received evidence 
from some anti-porn groups which named 
the retail chains selling material they 
considered obscene. In February, the 
commission wrote to those chains telling 
them of the allegations. asking for their 
comments, and implying that a failure to 
reply would be tantamount to raising no 
objection if the evidence. in which they 
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were named, were published. In April, 
Southland Corporation, which owns 
4,500 convenience stores (and franchises 
another 3,600), announced that it would 
stop selling Playboy, Penthouse and 
Forum. 

Southland says that its decision had 
nothing to do with the letter, but was 
taken as a result of surveys of its custom- 
ers and after monitoring the commission's 
evidence on the link between pornogra- 
phy and violence. Whatever the reason, 
lawsuits are now pending asking the com- 
mission to withdraw the implications of 
obscenity in its letter. 

The influence of religious campaigners, 
such as the Rev Jerry Falwell, is not to be 
underestimated, though it may so far 
have affected soft porn more gravely than 
hard. In common with most nudie maga- 
zines, Playboy and Penthouse have seen 
their circulation decline. Playboy now 

к: only 4.1т. compared with 5.6m іп 
1975; Penthouse sells about 3.2m, com- 
pared with 4.5m in 1980. Some analysts 
say their sales of advertisements have also 
declined. Penthouse, especially, is vulner- 
able because probably less than 10% of its 
copies are sold by subscription. (Playboy 
sells about 60% by subscription, which 
gives it some protection against store 
boycotts.) Meanwhile, unaffected by ei- 
ther the boycotters or, in most cities, the 
police, bookshops and video makers will 
continue to satisfy a market with rougher 
stuff than anything to be found in Playboy 
or Penthouse; more than 50m Americans 
are thought to have watched porn on 
video at home last year. 


Speed limit 


The feds put their 
poot down 





The highways of Vermont (green and 
pretty, without billboards, meandering 
past swimming holes and blueberry 
bushes) and the highways of Arizona 
(dead straight, dusty, littered with bill- 
boards in the desert for the Pussy Cat 
Parlour) share an unexpected distinction: 
they have the most relaxed speed-cops in 
America. Both states are about to lose at 
least part of their federal highway funds 
because, in 1984, they failed adequately 
to enforce the national speed limit of 55 
miles an hour. More than half their driv- 
ers routinely exceeded it. 

These states are the first to be prosecut- 
ed under the 55mph-limit law, which was 
made permanent in 1975. Before long, if 
there is any justice in the world, they 
ought to be joined by others. Maryland 
and Rhode Island are having their speed- 
ing figures totted up even now. And why 
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stop there? A congressional study two 
years back found that more than half the 
drivers in two-thirds of the states were 
breaking the law. On rural interstate 
highways (and about three-quarters of 
the interstate highway system, according 
to critics of the speed limit, could be 
called rural), the average speed touches 
60 miles an hour. Ask drivers themselves, 
and 70% of them say that they ignore the 
speed limit all the time—a boast con- 
firmed by taking long-distance buses. 
most of which still irritatingly observe the 
limit, and watching the overtakers. 

Devised to save energy—between 
0.5% and 2% of national consumption 
each year, depending on the sympathies 
of the statisticians—the speed limit has 
survived into a time when oil is abundant. 
This does not automatically make it un- 
necessary; it is also credited with saving 
lives. In the year after it came in. road 
deaths fell from 56,000 to 47,000. The 
figures have fluctuated since, but they 
have never gone higher than the total for 
1975; last year, 43,800 were killed. 

Part of the undeniable improvement in 
road safety can, however, be traced to 
other causes. When deaths are computed 
by the number of miles driven, a popular 
if misleading device, the figures can be 
shown to have fallen fairly steadily since 
1922. Undoubtedly, since then, cars have 
become safer, drivers better educated, 
roads better surfaced and hospital care 
more effective. Intricate studies also exist 
to show that driving deaths always fall 
during a recession, such as occurred, for 
example, at about the time the 55трһ 
limit came in; unemployed people do not 
go off on holiday in their cars tired, lost or 
distracted by their children puking in the 
back. 

Other federal and local initiatives may 
turn out to have as great, or greater, an 
effect on road safety. The raising of the 
drinking age has already made a striking 
difference to road deaths in some states. 
By October this year, every state is sup- 
posed to have raised the age-limit to 21 on 
pain of losing its federal highway money; 
to date, only five are refusing. Again, 19 
states and the District of Columbia now 
have seat-belt laws. Indications from New 
York, which required seat belts first, are 
that casualties are dropping as a result. 

Driving slower is still widely assumed 
to save lives. The chance that the driver 
or passenger will be killed is said to 
double with each ten miles per hour 
above 55. The death rate on the inter- 
states, where the speed limit always ap- 
plies (it does not necessarily apply on 
roads built without federal assistance), is 
half the rate for other highways. On the 
other hand, it may be, as a study from 
California suggests, that driving is safer if 
cars travel at roughly the same speed as 


Too relaxed to get highway funds?  . 


each other, whether fast or slow; it may 
be variability of speed that causes crash- 
es. Better, in that case, to let traffic find 
its own common speed, rather than tie it 
to a speed limit which only some will 
observe. 

Frustration with the 55mph limit is not 
total; indeed, although the proportion of 
barefaced fibbers must be high, 72% of 
the public are said to favour keeping it. 
But many reckon it could be raised a 
little. Americans are going back to bigger 
cars with more powerful engines; midsize 
and big models took 68% of the market 
last year. The western states, in particu- 
lar, are lobbying for an amendment to the 
road-programme bill which would raise 
the speed limit on rural interstates to 
70mph. Some have even jumped the gun. 
First prize for guile should go, perhaps, to 
Nevada, which has just passed a seat-belt 
law and is asking the federal government 
to let its good safety-conscious citizens 
drive at 70 in exchange. 


Cuban detainees 


All undressed and 
nowhere to go 


MIAMI 


As prison enterprise goes, the scam de- 
vised at Krome detention centre near 
Miami seemed mild enough: gangs of 
Cubans, who make up about half the 
inmates of the camp, took to stealing 
their fellow inmates’ shoes and under- 
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Make way for the grizzly 











Once 100,000 grizzly bears. roamed in 17 
of the lower 48 American states. Now 
they can be found primarily in two areas, 

Glacier National Park, in Montana, and 
Yellowstone National. Park, in north- 
; »west Wyoming. Fewer than 800 remain. 
Perhaps 10,000 grizzlies live in western 

Canada and Alaska, but in the continen- 
ital; United States, especially Yellow- 

stone, the'bear is in trouble. 

Its problems began in 1968 when Yel- 
y lowstone’ s stewards, the Park Service, 
"decided to embark on a-path of “natu- 
стар” bear management and close the 
dumps that grizzlies had been feeding on 
since the park opened in 1872. Bear- 
proof rubbish containers were installed 
па the grizzly was theoretically meant 
head for the back country to feed on 
“pine nuts, roots, trout and carrion. 
о The trouble with this theory is that the 
. grizzly.is. an opportunistic omnivore—a 
scavenger. When the dumps were open, 
the bear was fat and happy. When the 
dumps closed, the bear started to wander 
the park in search of food and became a 
nuisance. In 1972, a year after the last 
dump closed, a grizzly killed a camper. 
the first person to be killed by one in the 
park since 1916. Bears have also taken to 
visiting the dumps of towns on the park's 
- boundary. They are often subsequently 
trapped and transferred to an area far- 
ther from human habitation. Many re- 
turn and are eventually killed as "prob- 
lem bears". 

Few people agree about the number of 
grizzlies killed and those still in exis- 
tence. Depending on whom you talk to, 
the number of bears left in Yellowstone 











































































: wear and then demanding money to re- 
turn them. By lunchtime on May 29th, 
however, after one of the descamisados 
had complained to the guards, the camp 
directors decided it was time to break up 
the little game. This put the match to the 
tinder. The guards were met by 125 
Cubans throwing stones, sticks and make- 
<- shift firebombs, a barrage which kept the 
^^ authorities at bay for the whole afternoon 
and, eventually, burnt out the barracks 
where 400 inmates lived. 

This disturbance was the fourth at 
Krome since the Cubans began arriving 
less than a year ago. It was also the most 
violent and, like a nagging headache, 
provided yet another reminder of the 
sorry state of relations between America 
and Cuba. The Cubans of Krome, along 
with their 2,000 or so counterparts being 
held in other prisons up and down the 
: country; are caught in a diplomatic limbo: 
neither «able to be free in the United 
States, nor allowed to return to their 
"native land. 
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ranges from 50 to 207; around 125 is the 
number accepted by most people. One 
researcher, Mr Alston Chase, believes 
that 325 bears have been killed in shoot- 
ings, car accidents, poaching and various 
mishaps since the system of natural man- 
agement began. The authorities consider 
these figures grossly exaggerated. 

They, in fact, are among the few who 
do not believe the grizzly is headed for 
extinction in Yellowstone. With infor- 
mation from the Interagency Grizzly 
Bear Study Team, which monitors the 
bear, the Park Service thinks the grizzly 
is merély on a "slight downward trend". 
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Their troubles began in April 1980. 
when President Fidel Castro quietly al- 
lowed those Cubans who wished to desert 
his Marxist experiment to leave through 
the port of Mariel, near Havana. Many of 
the boatloads were deliberately seasoned 
with hardened felons or psychiatric pa- 
tients, most of whom were brought to the 
waiting craft directly from confinement. 

The United States authorities on the 
receiving end of the boatlift. in Key West, 
intercepted many of the Mariel criminals 
and put them immediately in jail: but 
enough slipped through to unleash the 
greatest crime wave in South Florida's 
history. Their new crimes filtered many of 
these Marielitos into jail again, but. now 
that they have served their sentences. 
what is to be done with them? Under 
immigration law. any foreigner caught 
entering the United States illegally is 
summarily shipped back and the matter 
closed. Law-abiding Cubans who came 
through Mariel were granted exemption 
as political refugees: but that status was 


kisenan groups disagree. If it 
comes (оа choice between having bears 
or humans, they the bears should 
prevail. The dispute is coming to a head 
over a spot in Yellowstone called Fishing 
Bridge. This is more than à mere bridge 
that spans the Yellowstone River: it 
symbolises the battle: Is Yellowstone for 
the grizzly? Or is it for the public? 

Fishing Bridge was for years known as 
a place from which to. catch whopping 
cut-throat trout. By the bridge can be 
found a campground, a camper park, 
shop, petrol station and other facilities to 
support the 4,700 visitors who come each 
day during the peak season. But Fishing 
Bridge sits at the mouth. of- Pelican 
Valley, the finest grizzly bear habitat in 
the park. Conservationists want all the 
facilities removed. They say the Park 
Service must abide by a 1981 agreement 
stating that. if a 700-unit lodge called 
Grant Village was to be built, the facili- 
ties at Fishing Bridge would go. Grant 
Village is being built and the facilities at 
Fishing Bridge still stand. 

This is because Fishing Bridge is ón an 
entry route to Yellowstone that goes 
right through Cody. Wyoming. And, 
under pressure from the Cody Chamber 
of Commerce, the Wyoming congressio- 
nal delegation has asked that nothing be 
done before an environmental-impact 
study is carried out. That will not be for 
another year—by which time there will 
be even fewer grizzlies in the park. 

About 300 miles north, in Glacier 
National Park. the emphasis is not on 
bear management but on people man- 
agement. This may be a reaction to 
getting sued. In 1984 two urban Califor- 
nians were attacked by one of Glacier's 
200 or so grizzlies. Their case against the 
Park Service comes up in August. 






















never granted to the felons caught at Key 
West. and it was forfeited by those wt 
committed crimes afterwards. 

In early 1985. Mr Castro relented a 
little and agreed to take back the Mariel 
criminals in exchange for a loosening of 
American sanctions on trade and. travel. 
A ріапеіоай of violent criminals. re- 
turned, but in April that year—after the 
inauguration of Radio Marti,- which 
beams out anti-Castro propaganda from 
the Florida Keys—Mr Castro refused to 
take any more. Since then, the numbers 
of Mariel criminals marked for return to 
Cuba have grown steadily, building up in 
the. minimum-security detention camps 
like floodwater behind a-dyke. 

Neither the administration, nor Cuba. 
seems interested in exchanges any тоге; 
indeed. two weeks before the riot. Vice- 
President George Bush was in Miami to 
praise the. success of Radio Marti at 
tweaking Mr Castro's beard. The impasse 
weighs.heavily on those who are charged 
with keeping the peace at Krome. 
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: New credits disbursed: Outstanding loans: 
It. lire 1,745 Billion It. lire 6,480 Billion 





In 1985 Isveimer's expansion trend 1,745 billion lire in credits, 55% = 
in credits continued, registering — of which were funded in the | 
. agrowth above the sector's nm international financial 

average: outstanding A markets. 

loans reached It. lire —— A . Previous loans in 

6,480 billion, up 12.7% WF >. foreign currency equal 
compared to 1984. to about 530 million 
Isveimer granted / eM dollars were re-negotia- - 
loans for It. lire 1,792 ted at more favourable ` 
billion during 1985, conditions. | 

а 34% increase over | м The net income was 
.1984, and disbursed : : B 40 billion lire. 


The medium-term bank for the "Mezzogiorno 
Headquarters: 80133 Naples-Italy-Via A. De Gasperi, 71-Phone (081) 7853111- Telex 711020-722282 
Rep.Office: London-U.K.-98, Cannon Street-EC4-N 5AD-Phone (01) 2839981 -Telex 887554-Telefax 2839712 











- ONLY 2 IN EVERY 100. 


It's another blank taping tragedy 

Only 2 in every 100 European songwriters and composers earn more than the average 
skilled worker. Most earn far far less 

It's hardly surprising. Recorded music sales plummetted a third in Common Market 
countries between 1978 and 1984 to 347 million units, while blank tape sales leapt 
lo 315 million units in 1984! 

Blank taping is contributing to massive losses in European jobs and exports too 
Do people help themselves to the creations of others in the car, food or other 
industries? Of course not. Then why should blank taping be allowed without payment 
to those who create and record music? 

Europe must unite for justice. Germany, France and Portugal have already introduced 
à levy on the sale of blank tapes as a royalty payment for those whose work is copied 
Spain, Holland and Britain have expressed support for the principle, and the EEC 
commission will shortly publish its proposal on the royalty issue 

Dare we prejudice the futures of European composers, writers and musicians who 
follow in the footsteps of Beethoven, Mozart, McCartney, Legrand and Menuhin by 
cutting off their rightful earnings? 

Make no mistake, without a levy on blank tape and recording equipment, blank 
taping is a time bomb, Without а levy, Europe is courting disaster 





EUROPE MUST SAFEGUARD ITS JOBS, CULTURE & ECONOMY, 
SAY “YES” TO THE BLANK TAPE LEVY 









vrope з performers, musics and recor ey haat 
SIA) end IFP (intermabonai Federation nogam & Videogram Producers) 


For further information write to IFPI Secretariat. S4 Regent Street, London WIR SPJ. Engan 










As'soon as something goes right for Mr 
Helmut Kohl, 
wrong. The past two weeks have brought 
the:good news that local prosecutors in 
Koblenz and Bonn have both decided to 
drop. investigations into the allegation 
that West Germany's chancellor: misled 
- parliamentary committees looking into 
some dodgy long-ago political funding. 
;Unkind fate immediately arranged that. 
-< while the political fallout from Chernobyl 
' was still drifting over Europe. it should be 
isclosed that there had been a leak from 
| one of West Germany's own nuclear 

-power plants, in Westphalia. The chan- 
.-cellor may be forgiven for feeling that 
“somebody up there doesn't really like 





him. o 


“Mr Kohl's latest little difficulties would 
—— mot seem so bad but for their unfortunate 
timing. The voters in Lower Saxony are 
fi o to the polls о 








something else goes 


June 1Sthto elect 





a new state parliament: Defeat there for 
the ruling Christian Democrats. would 
mean that.Mr Kohl's party would lose 
control of the upper house of the West 
German parliament, the Bundesrat. ‘The 
opposition Social Democrats’ hopes of 
regaining power in Bonn would be re- 
vived. And Mr Kohl would have to face 
some awkward questions about his own 
future as chancellor. 

Mr Kohl's supporters say it would be 
folly to dump the chancellor only seven 
months before the general election. 
which will take place im January next 
year. Anyway. they Say, governing par- 
ties often do poorly in state elections, 
only to bounce back at a general election. 
But Mr Kohl has staked his personal 
reputation on Lower Saxony by showing 
up there frequently and sounding confi- 
dent of victory. " 

The trouble is that 






almost four 









1982. but Mr Albrecht did not need t 


years in power, Mr Kohl cannot shake of 
his reputation for vagueness and indeci- 
sion. Although his coalition governmen 
is still ahead of the Social Democrats in. 
the opinion polls, Mr Kohl himself trails 
behind his Social Democratic € пр; 
for the chancellorship. Mr Johannes Rau 
Instead of being reinforced by. a popula 
chancellor next January—the: “chancel 
lor-plus" factor—the Christian. Dem 
crats fear Mr Kohl will be а chancellor 
minus. The obvious candidate to replac 
him, the finance minister, Mr Gerhar 
Stoltenberg. is both tough and popul 
But he.will not move against his boss unt 
the Christian Democratic party decides it 
has had enough. Lower Saxony could be 
the moment. а, 

Until the beginning of May, the Chris- 
tian Democrats looked like holding on to 
power in the state's parliament in Напо». 
ver. The premier of Lower Saxony, M 
Ernst Albrecht, knew he would lose. hi 
overall majority but was counting on. 
coalition with the small Free Democr; 
party, which is also the junior partne: 
Mr Kohl's government in Bonn. Th 
main threat to Mr Albrecht seemed t 
come from the state's farmers, who claim. 
they are getting a raw deal from the 
European Community. Speedily agreed 
national. ‘subsidies "appeared to have. 
solved the problem. ^g 

But since then Chernobyl and Mr. 
Kohl's insistence on pressing ahead with 
the country’s nuclear power programme: 
have made Lower Saxony's voters think 
again. A poll at the end of May showed. 
only 10% of those questioned in favour of - 
building more nuclear plants, compared 
with 2995 a year ago. As one of West 
Germany's. easternmost states, Lower 
Saxony was particularly affected. by post- 
Chernobyl nuclearphobia. = | 

The anti-nuclear Green party has been 
the big gainer. both from Chernobyl and — 
from the belated announcement on Jane 
ist of a radiation leak a month earlier- 
from the reactor near the town of Hamm 
in Westphalia. The Greens now score 8 
10% in opinion polls both nationally апа. 
in Lower Saxony. Their rise has coincided 
with a slump in support for the Free 
Democrats. who have long lived danger 
ously on the edge of the 5% of the vote 
needed to qualify for any seats in a West 
German parliament. = m 

The Free Democrats won-nó seats if 
Lower Saxony in the previous election, 1 
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then. He does now. If the Free Demo- 
crats fail again, the Christian Democrats 
will still probably be the biggest party in 
parliament, but will have fewer seats than 
the Social Democrats and the Greens 
combined. 

Christian Democrats trying to put a 
brave face on things say that the embar- 
rassment Mr Rau would suffer from a 
"red-green" coalition in Hanover would 
bring the Christian Democrats dividends 
in next January's general election. Possi- 


bly. But meantime the Christian Demo- 


crats would be faced with an embarrass- 
ment of their own: what to do about Mr 
Kohl. He has been unable to turn good 
economic growth to political advantage in 


local and state elections over the past 15 


months. And West Germany's allies have 
at times been left bemused by differences 
between the liberal foreign minister. Mr 
Hans-Dietrich Genscher, and harder- 
nosed members of the government, while 
Mr Kohl has stood idly by. 

At first sight, Mr Kohl's appointment 
this week of Mr Walter Wallmann. the 
mayor of Frankfurt, as environment min- 
ister looked like a burst of unaccustomed 
decisiveness. Mr Wallmann, a Christian 
Democrat, will deal with subjects that 
were previously the responsibility of the 
interior and agriculture ministers, both of 
them members of the Bavarian-based 
Christian Social Union. Mr Kohl had 
prepared the ground well in advance by 
getting the agreement of the Bavarian 
premier, Mr Franz Josef Strauss. But 
because of its timing, ecologically-minded 
Germans may view the creation of the 
new ministry as a cruce attempt to win 
votes, prompted more by the opinion 
polls in Lower Saxony than by any love of 
greenery on Mr Kohl's part. 

The chancellor's supporters say that 
the amiably bumbly Mr Kohl, a Winnie- 
the-Pooh figure in an Eeyore world, fits 
the mood of the West Germany of the 
mid-1980s. If that is so. and if Mr Rau 
means it when he insists that he will never 
take power in Bonn if he has to depend on 
Green support. Mr Kohl should in theory 
have no trouble holding on to the chan- 
cellorship after January's election. But 
the accumulated upsets of the past three 
years make such calculations look rather 
frail. 

If West Germany is to stride out into 
the world after January and use its eco- 
nomic weight to better political effect, as 
some say it should, Mr Kohl may not be 
the man to do the striding. But if West 
Germans prefer to settle for quiet pros- 
perity, the smooth pleasures of consensus 
and a preference for giving no offence to 
anybody, no centre-right politician could 
be better fitted than Mr Kohl to be 


chancellor. The voters of Lower Saxony 


will have the first say. 





Poland 


No arrest for the 
wicked 


FROM A WARSAW CORRESPONDENT 


During his five years running the under- 
ground section of Poland's Solidarity 
movement, Mr Zbigniew Bujak earned a 
reputation as a sort of Polish Robin 
Hood. His arrest. announced on May 
3151, has given what is left of Solidarity’s 
organisation a bad knock. The Polish 
government was quick to proclaim the 
underground's decapitation. General Jar- 
uzelski had needed a public success 
against Solidarity in the run-up to this 
month's communist party congress. But 
reports of the underground's death are 
likely to prove premature. 

Before Mr Bujak fell into their net, the 
Polish police had managed to capture 
seven underground chieftains since mar- 
tial law was imposed in December 1981; 
another two turned themselves in. Mr 
Bujak has been charged with plotting to 
overthrow the communist system. He and 
other opposition leaders now awaiting 





Bujak in merrier surroundings 


trial face up to ten years in jail and are 
unlikely to find themselves included in 
any amnesty for political prisoners. 

Two or three years ago, there was no 
shortage of replacements when an under- 
ground leader was arrested. Today it is 
different. The life of the now 31-year-old 
Mr Bujak has been a harsh existence in 


the political sub-terra: such men are con- - 


stantly on the move, separated from their 
families. unsure whom to trust. The risks 
of detection, together with the lukewarm 
response from ordinary Poles to the un- 
derground's calls for boycotts. strikes and 
street protests, have taken their toll. 

Yet, while official opinion polls show 
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that only 5% of Poles now actively sup- 
port the opposition, this misses the point. 
Poles are indeed reluctant to take to the 
streets. but because of fatigue after six 
years of crisis rather than because of any 
swing of opinion behind the government. 
The reluctance of most people in the 
country to support events organised by 
the communist party or the official youth 
organisation is probably a more accurate 
measure of their mood. 

The government has managed to cut 
some of the ground from under the un-. 
derground by refusing to hold any dia- 
logue with Solidarity's overground repre- 
sentatives, such as Mr Lech Walesa. 
Moreover, it is easier for Mr Walesa and 
others who are not in hiding and con- 
cerned for their physical safety to make 
public statements and respond quickly to 
government actions. All this appears to 
have played into the government's hands, 
by limiting the effectiveness of under- 
ground leaders like Mr Bujak. 

But Solidarity has changed considera- 
bly in the years since martial law. It is one 
of its strengths that it can probably sur- 
vive now without a charismatic leader. 
The organisation that once came close to 
transforming party rule in a one-party 
state may be operating in much reduced 
circumstances, but it is thriving as an 
underground information and publishing 
network. Scores of journals, news bulle- 
tins, novels and volumes of verse and 
literary criticism flow off the clandestine 
presses. They have plenty of readers: a 
book of poems in an edition of 2.000 can 
sell out in two or three days. 

Even more worryingly for the govern- 
ment, the printers. authors, distributors 
and those who give house-room to the 
secret presses are mainly in the over- 
ground, where they lead otherwise nor- 
mal lives. They are not the heroes of 
pitched battles with riot police: just Poles 
who believe in a pluralist Poland, where 
people should be allowed to read what 
they want. Much as it regrets Mr Bujak's 
arrest, this Solidarity will carry on with- 
out him. So will the illegal fringe theatre 
groups. and the political education classes 
for workers in church basements. Solidar- 
ity has become a system of values, a way 
of living. Something like that cannot 
simply be arrested. 
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Tough doesn't pay 


FROM OUR SPECIAL CORRESPONDENT IN EUSKADI 


If the opinion polls have it right, Mr 
Felipe Gonzalez's Socialist party is head- 
ing for a comfortable victory in Spain's 
general election on June 22nd. Yet there 
is at least one part of Spain where the 
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Socialists are having a tough time. Polls 
published on June Ist in the Basque 
country, Euskadi, show the Socialists los- 
ing votes heavily to regional parties. On 
June 2nd the Socialists suffered another 
setback when Spain’s supreme court lega- 
lised Herri Batasuna, the political arm of 
the Basque separatist organisation ETA. 
The Socialist government in Madrid had 
outlawed Herri Batasuna in 1983. 
Support for the Socialists in the Basque 
country is limping along at about 20%, 
down from 29% at the general election of 
1982. By contrast, the Basque Nationalist 
party, which runs the regional administra- 
tion, is holding steady at 32.7% (com- 
pared with 31.9% in 1982), and Herri 
Batasuna has seen its support rise from 
14.3% to 18.1%. The rest of the vote 
looks like being split between an assort- 
ment of parties, including nationalists and 
communists. 
' The Basque Socialists are suffering 
partly because Mr Gonzalez's govern- 
ment is being blamed for the region's 
economic woes. One Basque in four is 
unemployed. Recent government-in- 


spired cuts in shipyards and steelworks in 
the Bilbao area put several thousand 
workers out of a job. Mr Nicolas Redon- 
do, the leader of the Socialist trade union, 
the UGT, and a candidate for Bilbao, 
insists that redundancy terms in Euskadi 


Idigoras isn't bourgeois 
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Welsh would be easier 


FROM OUR SPECIAL CORRESPONDENT IN EUSKADI 


Throughout Euskadi on June 2nd, cheer- 
ing youngsters equipped with bottles of 
wine and ikurrinas (the Basques’ red- 
white-and-green flag) celebrated the le- 
galisation of Herri Batasuna. This pro- 
ETA political group attracts metal 
workers on the dole and academics con- 
cerned about the survival of Euskera, 
the Basque language; but, more than any 
other Basque party, it attracts young 
people. According to opinion polls, 
about a quarter of Euskadi's 18-25-year- 
olds will support Herri Batasuna in the 
election on June 22nd. 

The Basque young are the most rest- 
less among Spain’s youth. They drink 
more, take more drugs, follow their own 
brand of mind-shattering rock and excel 
at stark graffiti that leap off the walls. 
Yet, behind this apparent iconoclasm, 
which no doubt reflects the tension of 
this embattled region, they remain loyal 
to their cultural heritage. 

On a cold, rainy day at the end of 


are among the most generous in Europe. 
That has not stopped the drift away from 
the Socialists. Herri Batasuna, an alliance 
of Marxist groups and local separatist 
movements, is pulling people to its meet- 
ings by campaigning for a regional take- 
over of banks and key industries. 

The Euskadi Socialists have also been 
hurt by the government's regional poli- 
cies, which many Basques consider too 
timid and condescending. Most locals 
want much more autonomy from Madrid. 
They disagree, however, on how to 
achieve it. Herri Batasuna supports ETA’s 
bombing campaigns which, like this sum- 
mer’s attacks on tourist hotels (see page 
64), are designed to make the govern- 
ment talk to the terrorists on their terms. 
So far the party has refused to sit in either 
the national or the regional parliament 
because it rejects what one of its leaders, 
Mr Jon Idigoras, calls Spain's "corrupt 
bourgeois system". 

The middle-of-the-road Basque Na- 
tionalist party also wants Basques to run 
more of their own affairs, but has no such 
qualms about operating within Spain's 
parliamentary system. On June Ist the 
Basque administration which it runs en- 
raged its political opponents by giving the 
go-ahead to a second, all-Spanish region- 
al television channel; in future the first 
channel, until now bilingual, is to broad- 
cast only in Euskera, the Basques' melo- 
dious but difficult language (see box), 
which is spoken by only about a third of 
the population. 

The Basque Nationalists’ leading can- 
didate in the election, Mr Jon Gangoiti, 
also wants the government in Madrid to 


May, your correspondent joined a rau- 
cous bunch of young Basques on their 
way to a high mountain pass where some 
3,000 youngsters had gathered from all 
over Euskadi for a linguistic get-together 
organised by Herri Batasuna. The par- 
ty's leaders are anxious to wean their 
followers away from drugs, and have hit 
on teaching them Euskera instead. 

The Basque language is now taught in 
most of the region's primary and second- 
ary schools, so Herri Batasuna is concen- 
trating on teenagers who have had an all- 
Spanish education. The perseverance 
and self-discipline required to master the 
language are such that the average Euro- 
pean teenager would prefer to join the 
army. Miss Edurne Brouard, a candidate 
for Herri Batasuna in the coming elec- 
tion, described the gathering in the 
mountains as "of more lasting impor- 
tance than any election". Down in the 
valley, parents worry about the revolu- 
tionary content of those Basque lessons. 





give the local administration control over 
social security, tourism and research; it 
already controls education and collects 
taxes. His party would like to replace the 
unpopular, centrally-controlled police 
with a strengthened regional force (at 
present only 3,000 strong) and to per- 
suade nearby Navarra to join Euskadi, to 
which it belonged until the 1830s. The 
argument is that only by devolving more 
power to the Basques can the Madrid 
government undermine support for ETA 
and Herri Batasuna. 

However, Euskadi's Socialists have a 
different answer to ETA's terrorism. One 
of their leading candidates, Mr Ricardo 
Garcia Damboronea, is a doctor who 
believes in lancing the ETA boil by more 
efficient policing and closer co-operation 
across the border with France. Mr Dam- 
boronea has condemned recent talks be- 
tween the Basque Nationalists and Herri 
Batasuna because he reckons talking to 
ETA's political wing is as bad as talking to 
the terrorists themselves. He dismisses 
the idea of a separate Basque television 
channel and a regional police force as 
"sentimental luxuries". 

Mr Damboronea's toughness has won 
him enthusiastic support among many 
Basques sickened by ETA's seemingly 
endless violence. Yet most Basques, 
while they do not support the methods 
the separatists use, seem to think that the 
Socialists' law-and-order line will neither 
defeat ETA nor defuse the tensions in the 
region by bringing Herri Batasuna into 
the parliamentary system. Mr Gonzalez's 
party looks like paying a price in Euskadi 
for being tough on terrorism. 
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EUROPE 

France 

All the prime 
minister's men 


FROM OUR PARIS CORRESPONDENT 





Despite noisy sparring between a conser- 
vative prime minister and a Socialist pres- 
ident, France's machinery of government 
is running as well as could be expected 
under the strange new conditions of co- 
habitation. Its smoothness owes much to 
the realism of the president's staff at the 
Elysée in accepting their loss of influence, 
and to the skill of Mr Jacques Chirac's 
team in the prime minister's office at the 
Matignon. 

The man with the job of keeping disor- 
der at bay there is Maurice Ulrich, a 61- 
year-old career diplomat who is now the 
director of the prime minister's cabinet. 
Though he has the squeezed-together 
features of a middleweight champion. 
conciliation, not pugnacity, is Mr Ulrich's 
style. As a former economic director in 
France's foreign office and ex-boss of one 
of its state-run television channels, he is 
already well acquainted with most of the 
topics that cross his desk. 

For his economic team, Mr Chirac has 
brought back two friends with the highest 
technocratic pedigree, Francois Heilbron- 
ner, who works at the Matignon, and 
Jacques Friedmann, who shuttles be- 
tween there and the finance ministry. 
Both men worked for Mr Chirac in 1972- 
76, when he was a minister and later 
prime minister. 

At the time, Mr Chirac, like most 
French conservatives, believed in a big 
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economic role for the state. Since then, 
he and his advisers have changed their 
views. Today, they favour deregulation 
and privatisation, although it is part of the 
job of Messrs Heilbronner and Fried- 


‘mann to temper the zeal of some of Mr 


Chirac's most doctrinaire ministers. In 
this they echo the able finance minister, 
Edouard Balladur, whose instinctive cau- 
tion has won him the office nickname 
"PDVMV", standing for pas de vagues, 
mon vieux" (no waves, old chap). 

Unlike economics, foreign policy is 
normally the president's job. Yet Mr 
Chirac has trespassed widely on this pre- 
serve. His chief poacher is Francois Bujon 
de l'Estang, who runs a seven-member 
foreign-policy team at the Matignon. A 
suave and affable diplomat who has 
worked in Washington and London, he 
helps prepare summit meetings and goes 
with the prime minister on trips abroad. 

Foreign policy swings few votes, how- 
ever, and home affairs remain Mr Chir- 


ac's bigger concern. Despite obstruction 


from the far-right National Front and 
grumbling from his own majority, Mr 
Chirac has demonstrated once more the 
strength of the executive arm in France 
and the weakness of its parliament. To 
push through his programme, he has 
made ample use of decrees and frequently 
brought down the guillotine to cut off 
debate. Watching parliament for him is 
the job of Roger Romani, the leader of 
the neo-Gaullist group in the senate. 

To explain himself to press and public, 
Mr Chirac called in a former journalist 
who was President Pompidou's spokes- 
man at the Elysée, Denis Baudouin. A 
lover of good food and wine, Mr Bau- 
douin never forgets that his first loyalty is 
to his boss, who values his political advice 
as much as his porte-parole skills. 

For as long as cohabitation lasts, the 
Elysée and the Matignon have estab- 
lished a workable system. All contacts 
between the government and the presi- 
dent's office go through Mr Ulrich, who is 
on the telephone daily with the secretary- 
general of the Elysée. Mr Jean-Louis 
Bianco. Under the ground rules agreed 
upon by these two at the start, the presi- 
dent sees only the late drafts of bills and 
the minutes of official meetings between 
ministers. To know more of what is really 
going on inside Mr Chirac's government, 
Mr Mitterrand and his officials have to 
rely on unofficial contacts. 

A weekly test of cohabitation comes in 
the preparation for the council of minis- 
ters’ meeting on Wednesday morning. 
These meetings have lost some of their 
early chilliness. But, as one of Mr Chir- 
ac’s people puts it, they were never social 
gatherings. Discussion is brief and mat- 
ters in dispute are kept off the agenda 
until they have been settled in private. 
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Deputies and political commentators 
spy in the slightest friction between Ely- 
sée and Matignon signs that cohabitation 
is breaking down. Cohabitation, howev- 
er, is popular. In a recent poll 71% of 
those questioned said they did not want a 
presidential election before it was due, in 
spring 1988. Despite this, both Mr Chirac 
and Mr Mitterrand are allowing for an 
early showdown, perhaps in the first few 
months of next year. Both know that the 
one who provokes a government crisis 
could well pay for it with French voters, 
who seem to want a rest from 
electioneering. 


Soviet Union 


Secret policeman's 
ball 


New brooms sweep cleanest, and the 
Soviet party leader, Mr Mikhail Gorba- 
chev, has spent most of the past year 
pushing his with vigour around the Com- 
munist party's bureaucracy, the ministries 
and even the high-ups in the Soviet armed 
forces. But there is one corner Mr Gorba- 
chev had, until now, left untouched: 
Russia's secret police, the KGB. The KGB 
chief, Mr Viktor Chebrikov, got a special 
pat on the back from Mr Gorbachev at 
the Communist party congress in Febru- 
ary for his organisation's work in expos- 
ing "enemy intrigues” and "subversion". 
Then, last week, the party leader dropped 
in on an unprecedented two-day meeting 
of KGB chieftains in Moscow to give them 
a pep-talk. Is Mr Gorbachev's love-affair 
with his security policemen about to end? 

On the face of it, the KGB has gone 
from strength to strength. Last November 
Mr Chebrikov was given the honour o 
delivering the Kremlin speech to mar 
the October revolution. Soon after Mr 
Gorbachev came to power, in April 1985, 
he had been promoted to full membership 
of the party's ruling Politburo, while 
Marshal Sergei Sokolov, the Soviet de- 
fence minister, is still only a candidate 
(that is, non-voting) member. 

Nine of the 14 KGB chiefs in the Soviet 
Union's constituent republics are also full 
members of their respective Politburos; 
the other five are candidate members. 
And in recent years some former KGB 
men have gone on to political stardom, 
including Yuri Andropov, the former 
party leader, and Mr Geidar Aliev, who is 
now a Politburo member and deputy 
prime minister (although both men began 
their careers in the party, not the security 
police). 

Mr Gorbachev's chumminess with Mr 
Chebrikov and his men probably repre- 
sents an alliance of convenience on both 
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All of these securities have been sold. This announcement appears as a matter of record only. 


The Bear Stearns Companies Inc. 


| Common Stock 


3,100,000 Shares 


The above shares were underwritten by the 
following group of U.S. Underwriters. 


Bear, Stearns & Co. Inc. 
The First Boston Corporation 
‘Goldman, Sachs & Co. 
Merrill Lynch Capital Markets 
Morgan Stanley & Co. 


Incorporated 
Salomon Brothers Inc 


Shearson Lehman Brothers Inc. 


ABD Securities Corporation Alex. Brown &Sons Deutsche Bank nk Capital 


Incorporated 
Dillon, Read & Co. inc. Donaldson, Lufkin & бене 
Drexel Burnham Lambert 


Securities Corporation 
£uroPartners Securities Corporation 
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Hambrecht & y Quint 
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E. F. Hutton & Company Inc. 
Lazard Frères & Co. Montgomery Securities 
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; Robertson, Colman &Stephens * F F Rothschild, putes, Towbin h e 
: Smith Barney, Harris s Upham & Co. 
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pa “Swiss Bank. Coeppeatian | international Securities Inc. 
Wertheim k Со, inc. Dean Witter Reynolds Inc. 
Daiwa Securities America Inc. Kleinwort, Benson The Nikko Securities Co. 
: . Incorporated international, inc 
Nomura Securities international, Inc: Rothschild Inc. 
: Sogen Securities Corporation Yamaichi international (America), Inc. 


Nippon Kangyo Kakumaruintemationa, nc. Sanyo Securities America Inc. 
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1,500,000 Shares 


The above shares were underwritten by the 
following group of International Underwriters. 
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Bear, Stearns International Limited 
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Amsterdam-Rotterdam Bank N.V. Banca del Gottardo} 
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Ferrier Lullin &Cie. SA 
Great Pacific Capital S.A. “HandelsBank N NV К (Overseas) Ltd. 


Leu Securities 
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Lombard, Odier Internationa Underwriters SA. 
Merrill Lynch Capital Markets Morgan Stanley international 
Nederlandsche Middenstandsbank nv "Pierson, Heldring & Pierson NV. | 
Rabobank Nederland . 7 Salomon Brothers s Intemational 
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More news that's fit to print 


FROM OUR MOSCOW CORRESPONDENT 


After failing quite spectacularly to cope 
with the Chernobyl disaster, the Soviet 
Union's media have been scrambling to 
make good Mr Mikhail Gorbachev's 
promise that in future there will be more 
open reporting of the bad news as well as 
the good. For the past four weeks, there 
has been what by Soviet standards 
amounts to blanket coverage of the 
Chernobyl clean-up. 

Just about everybody connected with 
it, from scientists to helicopter pilots and 
bus drivers, has been interviewed in 
nightly reports on the television news 
programme "Vremya". The newspapers 
have concentrated on uplifting themes 
such as the heroism of the firemen and 
power-station workers who fought the 
first blaze and condemned themselves to 
almost certain death from radiation. 
Prominent poets have weighed in with 
patriotic verses. But the newspapers 
have also told of the cowardice of some 
local Communist party officials who de- 
serted their posts, the panic in Kiev's 
railway stations and the disorder that 
snarled up the evacuation of people 
living near the stricken plant. . 

On May 18th. Pravda acknowledged 
that delay in reporting the accident had 
bred rumour and alarm. “It is necessary 
to trust people." said the party paper. 
Up to a point. it might have added. Some 
important jssues are still being avoided. 

While foreign reporters were told that 
by June 4th 25 people had died as a result 
of the accident, the officially published 
death toll is still nine. Radiation levels 
around Chernobyl have not been re- 
vealed and officials have only just admit- 


sides. In recent months the party leader 
has had to rely heavily on the KGB to help 
stamp out corruption at home. That may 
explain why only two of the 14 republican 
secret police chiefs are known to have 
been changed since Mr Gorbachev came 
to power (and one of those was moved to 
a senior party post). Nine of those ap- 
pointed under Leonid Brezhnev are still 
in their jobs and one, the boss in Georgia, 
has headed the secret police there since 
1954. 

For his part, Mr Chebrikov has proba- 
bly been stung by some spectacular defec- 
tions of senior KGB men abroad over the 
past year, including Mr Oleg Gordievsky. 
who was spirited out of Moscow to Brit- 
ain before the KGB could pounce. The 
moral support from Mr Gorbachev at the 
congress will have helped to deflect any 
criticism at home of a less-than-sparkling 
record abroad. 

In places like Kirgizia, Moldavia and 
Uzbekistan, not only local party officials 
but also some ordinary policemen and 
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ted that some areas far from the plant 
were badly affected. The technical ac- 
counts of what happened at the reactor 
have been vague. A reader could deduce 
little from Pravda's report on May 26th 
that “the rebellious nuclear giant has not 
yet surrendered”. There has been no 
public debate on the merits of nuclear 
power, nor any reports of the damage 
done to other countries by the Cherno- 
byl radiation cloud. 

In a striking effort to win back interna- 
tional Sympathy, Soviet rock stars led by 
Miss Alla Pugachova were on May 30th 
allowed to stage a Live Aid-style concert 
to raise money for the Chernobyl victims 
before an audience of 25.000 people in a 


EUROPE 


Moscow sports stadium. Soviet televi- 
sion helped to send pictures of the con- 
cert around the world, but showed not a 
glimpse of it at home. 

Yet Chernobyl has undoubtedly jolted 
the media into breaking new ground. In 
late May. /zvestia published a critical 
letter from the West German ambassa- 
dor. He described Chernobyl as a catas- 
trophe and told the newspaper to spend 
more time reporting Soviet problems 
and less criticising others. The publica- 
tion of such a letter would have been 
impossible in the days before Mr Gorba- 
chev. Pravda followed by printing on 
May 3151 a letter from. the American 
ambassador's deputy, disagreeing with a 
report about the bombing of a West 
Berlin discotheque in April. Both letters 
were accompanied by sarcastic editorial 
ripostes: but the message got across. 





legal officials have found their careers 
brought to an abrupt end, either for not 
rooting out corruption, or for not telling 
what they knew. In a remarkably blunt 
speech to the party congress in February 
the new party chief in Moscow, Mr Boris 
Yeltsin, attacked those Central Commit- 
tee officials who had been sent from 
Moscow to check up on the republics and 
had reported nothing amiss. If the Cen- 
tral Committee can be blamed for the 
mess, why not also the KGB, whose obli- 
gation it is by law to investigate serious 
crime? 

Part of the answer may be that the KGB, 
like the armed forces, is seldom criticised 
in public. Moreover, Mr Gorbachev's 
mentor, Andropov, was himself in charge 
of the KGB when some of the corruption 
now being exposed was first perpetrated; 
Mr Gorbachev may have preferred to 
leave Andropov's reputation intact until 
his own grip on power in the country was 
stronger. So far, the KGB has rarely had it 
so good. 
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Scandinavia 


Pity the poor 
professors 


FROM OUR NORDIC CORRESPONDENT 


If you have to break a leg in Scandinavia 
this year, try to do it in Denmark, where 
it is an off-season for wage-bargaining. 
Anywhere else the hospitals may be on 
strike. Sweden's central organisation of 
graduate employees has called out 9,000 
of its members, including 2,000 doctors, 
to support a wage claim. In Oslo the 
nurses struck earlier this year, and Nor- 
wegian students’ final examination papers 
are lying uncorrected, since their examin- 
ers are among the 40,000 public-sector 
employees who began striking in May. 
Finland's doctors struck for six weeks last 
year; this year most government services, 
including the mails and some transport as 
well as offices, were closed by another 
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six-week strike. 
Between 1950 and 1970 public-sector 


^ bled, to around 20% of the workforce. It 
has since grown to almost a third of the 
total, and is now being cut, both in 
numbers and in pay. Public-sector work- 
ers have acquired both the clout to make 
worth striking, and the motive for going 
on strike.. 

Sweden’s passionate egalitarianism 
ay have made things even worse there. 
Wage and tax policies have ironed out 
differentials until they are barely visible. 
Graduates in the public sector often do 
little better than less well educated peo- 
ple. The burden of high taxation is made 
heavier for graduates, who have to pay 
back the loans that enabled them to 
tudy. Swedish professors are among the 
lowest-paid. in: Europe, with average 
monthly salaries of SKr15,000 (about 
9 100); after tax and other compulsory 


deductions they take home only 1.4 times 
he average industrial wage. 

Academics claim that the quality of 
teaching and research is suffering. A 
“group of Swedish professors has recently 
- discovered a drastic decline in the number 
f people taking research degrees (the 
-rough equivalent of PhDs). In the early 
1970s about 200 young people were tak- 
ng such degrees in physics, chemistry and 
mathematics each year. By the 1980s the 
iumber was down to 70. The answer, say 
_ the professors, is to spend more on uni- 
versities, and to pay professors more. 
From them it is not a surprising 
conclusion. 


EEC: trade 
Who’ S cheating? 


FROM OUR BRUSSELS CORRESPONDENT 


The- European Community is the world’ 's. 
iggest trader; it accounts for nearly a 
_third of the world's exports and imports: 
But this is not enough in itself to explain 
hy it gets involved in só many trade 


_ employment in Scandinavia roughly dou- . 





Swedes without Volvos 


FROM OUR NORDIC CORRESPONDENT. 


The poor are always with us, even in 
Sweden's welfare state, with its high and 
evenly distributed incomes and its fierce- 
ly redistributive taxes. Among Europe- 
ans, only the Swiss and the Norwegians 
are richer than the Swedes. Yet in 1985 
about 550,000 people. some 7% of the 
Swedish population, were receiving wel- 
fare payments to bring their incomes up 
to the standard officially described as 
"reasonable". The proportion has sharp- 
ly increased: at the start of the 1980s only 
4.5% of Swedes were on welfare. 

A family with two children and only 
one earner becomes eligible for welfare 
when its annual income (after tax but 
including rent subsidies and generous 
child allowances) falls below about 
SKr100,000 ($14,000). That, says the 
government, is the minimum needed for 
food, clothing, rent, insurance; a tele- 
phone, a television, a newspaper and 
travel to work. A two-child family with 
that income may have to do without a 
car, holidays, tobacco and (expensive) 
drink. Mr Gunnar Du Rietz of the Swed- 
ish employers' federation reckons that 
about a fifth of all families with two 


The biggest single problem with Amer- 
ica is that the Community's extravagantly 
protectionist agricultural policy has dra- 
matically increased output over the years. 
The EEC has become self-sufficient. in 
many sectors, and in some is dumping 
huge surpluses on world markets. Since 
America has long been the biggest ex- 
porter of many of the same products, its 
farmers are badly hurt. 

The Community has no constructive 
way either of responding to the Japanese 
technique of industrial targeting, concen- 
trating on selected sectors to build up a 
dominant position on the world market. 
The Japanese onslaught has cost the EEC 
most of its motor-cycle and shipbuilding 
industries, and strangled its ambitions to 
sell home-entertainment systems. (audio 
equipment, VCRs, portable television sets 
and so on). The Japanese now dominate 
world trade in photocopiers. The EEC says 
these are being dumped, and wants to 


Slap penal duties on them. Next come 


telecopiers, which send facsimiles of doc- 
uments down telephone lines. 

Americans share some of the Commu- 
nity's hostility to Japan's export strate- 
gy—and to its reluctance to import. But 
Washington and Tokyo share some views 
about the EEC; they see it as protectionist, 
undynamic. апа feather-bedded.. When 


- President Reagan attacks unfair trading 
practices, һе means the EEC as well as 


Japan. 






replies that both 





done anyway 





children аге members of the “new. 
poor". He says that of the few families 
with more than two children, over half 
are in neo-poverty. . 

Swedes argue about why the numbers 
are so high, and rising so fast. Friends of 
the welfare state say it is because real 
wages declined by 10%. between 1975 
and 1984 (though they went up a bit last 
year). Others blame the welfare state 
itself: higher taxes, intended to redistrib- 
ute income, cause the problem they аге. 
meant to relieve. Mr Du Rietz points out 
that income tax, payroll tax and indirect 
taxes may take as much as half the: 
earnings of people with the lowest 
incomes. 

Mr Du Rietz has examined ways of 
helping the new poor. The trouble with 
simply paying people more is that in- 
come tax would take too much of any 
wage increase. Higher cash allowances 
for children would help only if taxes 
were not raised to pay for them. He 
suggests that the most effective help 
would Бе lower taxes, whether on in- 
comes, payrolls or sales. But that would “| 
require a revolution in Swedish thinking. |. 





America and Japan give huge subsidies to 
their farmers, and have plenty of “unfair” 
trade practices of their own. Being the 
world's biggest trader, the EEC’says it has 
the biggest interest in keeping open world 
markets, including its own. If trade 
among the Community's members is in- 
cluded, it exports $2,400 a year for every 
man, woman and child. The figure for 
Japan is $1,400, for America $1,000. The 
EEC's recent surplus with America—$7 
billion in 1984, $13 billion last year—is_ 
due less to dumping than to the strengt 
of the dollar, which until 1985 made EEC 
exports cheap in America. 

The Japanese have restricted their c own... 
exports; without these restrictions Ja- - 
pan’s surplus with the EEC would be even 
more than the $10 billion to $14 billion of 
recent years. The Twelve say Japan must 
accept all its GATT obligations. Free 
trade, say the men from Brussels, means 
open markets in both directions. ЕЕС 
ministers declared last March that. they 
would. withhold from Japan concessions 
negotiated during the forthcoming GATT 
trade round; unless the Japanese market 
was made more accessible. . 

The Americans have one indisputable 
point, when they say that the EEC dis- 
criminates against American: Suppliers of 
telecommunications equipment. But then 
Europeans discriminate against each oth- 
er's telecoms makers. American pressure 
could help the EEC do what it should have 
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Arranging a defeasance for Levi Strauss & Co. took a custom approach 
and an international network. 

While our Levi Strauss & Co. account officer worked closely with the 
client in San Francisco, our New York corporate finance experts recommended 
a financing strategy and structured the defeasance. Then three other 
BankAmerica Groups in London and San Francisco swung into action-retiring 
Eurobonds, purchasing a portfolio of U.S. Treasury securities and establishing a 
trust, all with careful timing at favorable rates. 

Few other financial institutions could combine the investment banking 
techniques employed for Levi Strauss & Co. by BankAmerica. Few offer our 
exceptional performance record in the Euromarket, the buying power of our 
investment management team, or the responsiveness of our corporate trust 
services group. And few have anything that resembles our vast 
international network. 

When you're ready to discuss financing tailored to your needs, call (in 
London) Gerald Doherty 01-634-4500 or (in New York) John Nelson 
(212) 503-7716. 
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CORPORATE FINANCE 





Topsy-turvy 


In all industrial countries, companies are changing the way they 
raise money. They are ditching commercial banks and getting 
money directly from financial markets. This should benefit 
corporate America which has access to the brightest and best 
financial markets in the world and handicap Japan where 
companies and banks are tightly intertwined. It should be like that, 


writes Tim Hindle, but it won't be 


If it were possible to write a bestseller on 
corporate finance, the outline might go 
something like this: True Bluechip has 
abandoned Bank of the USA, its tradition- 
al port in a storm, and fallen for bright 
new bonds dangled before it by the wily 
Wall Street investment bank Fees, Fees 
and Fees. The bonds are cheap. But True 
Bluechip has failed to notice that bonds 
have lost their shine. Even Slagheap Inc 
can issue them and sell them (as junk and 
with the taxman's blessing) in the gaming 
rooms of Las. Vegas. Only Sweet Equity 
can save True Bluechip. But she is ap- 
pearing onstage every three months and 
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has to pay an extortionate rent to live up 
to the lifestyle expected of her. Anyway, 
is she not also in the thrall of Fees, Fees 
and Fees? 

Meanwhile in Japan, Divine Motors is 
in talks with Cherry Blossom Bank about 
an embarrassing problem. Horrornuchi, a 
friendless upstart competitor, is nibbling 
at Divine's market share. Quick as a 
flash, consensus is reached. Friendly in- 
vestment bank Nomore will underwrite a 
bond issue for Divine. But a nice bond, 
soon convertible into fine equity and 
guaranteed to be a success. Cherry Blo- 
som and Divine's suppliers will buy the 


lot. After the meeting is over, talk turns 
to rival firms. Everybody agrees it is a 
shame about True Bluechip. 

“А moving story of success and failure: 
of power, money and human relation- 
ships that touches the very heart of our 
society," says a rare enthusiastic review. 
Now read on. 

Corporate finance has been hit by the 
swarm of *'ations" affecting the financial 
world. Deregulation, internationalisa- 
tion, securitisation and others have all left 
their mark on corporate treasurers. All of 
them add up to just one thing: the liabil- 
ities on corporate balance sheets are 
changing—and changing fast. This survey 
is about the ways in which they are 
changing іп different countries—in 
America and Japan, in particular—and 
about whether those ways are for better 
or for worse. First, a look at the changing 
scene: 

Deregulation of interest rates, which be- 
gan in America in 1981 and which has just 
started in Japan, removes restrictions on 
the rate of interest that banks can pay to 
their depositors—that is, allows the banks 
to pay more. Inevitably, the change has 
pushed up the price of bank loans. Any 
top-rate American company can now get 
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money more cheaply by issuing commer- 
cial paper (a short-term financial-market 
instrument bought by investors) than it 
can from its banks. 
Disintermediation has followed from de- 
regulation. It is the process whereby 
financial intermediaries (like banks) get 
chopped out of the chain that passes 
money from an original lender to an 
ultimate borrower. Adding to the banks' 
feelings of rejection has been the way that 
deregulation has also allowed other inter- 
mediaries to do things that were once the 
more-or-less exclusive preserve of banks. 
In America, savings and loan associations 
(thrifts) can now make industrial loans. 
Britain's building societies will shortly be 
allowed to do so too. 

Some industrial companies have them- 





In the beginning 


Companies raise money in two ways: 
“internally” from the fruits of their own 
business, “externally” from lenders and 
investors. Internal funds come from re- 
tained profits (that is, what is left after 
tax eda dividends have been paid) plus 
depreciation. Depreciation, deducted in 
a company's accounts as a sort of ex- 
nse from pre-tax income, is added 
ack. Although depreciation is treated 
as a cost for accounting purposes, it does 
not result in any cash actually leaving the 








































mpany. 

External finance can come from lend- 
ers or investors. Lenders mostly mean 
banks, but not exclusively. A company's 
suppliers can be a significant source of 

it—as can other financial institutions 
or, indeed, other companies. 

Investors give a company money by 
buying the various financial instruments 
it issues. These can either be shares, 
where the investor's reward comes in the 
form of dividends (whose size is deter- 
mined at regular intervals by the compa- 
ny), or debt instruments which give in- 
vestors a pre-determined rate of return. 

Debt instruments come in many 
forms. They can have a longish maturity 
of several years (for example, bonds) or 
a shortish maturity of several months 
(for example, commercial paper). And 
they can have a fixed rate of interest or a 
floating rate. Floating rates change peri- 
odically according to some formula 
linked to a well-established market rate 
like LIBOR—the London Interbank Of- 
fered Rate—or the American three- 
month Treasury bill rate. 

All these items appear as liabilities on 
a company's balance sheet. A snapshot 
of them is taken every year to appear in 
the company's annual accounts. In prac- 
tice, these liabilities are changing all the 
time. Investment banks make a good 
living by finding ways in which compa- 
nies can improve their liabilities, either 
by making them cheaper or less risky. 


selves become like financial intermediar- 
ies, buying, for example, one another's 
commercial paper and even making loans 
to each other. That has swollen their 
balance shéets by increasing their finan- 
cial assets. Since these are matched by 
financial liabilities, it has also swollen 
their debts. 

Securitisation is the other side of disinter- 
mediation. Companies that rely less on 
financial intermediaries rely more on se- 
curities bought and sold in financial mar- 
kets. At the end of 1985, commercial and 
industrial loans in America amounted to 
$490 billion, compared with the $300 
billion of commercial paper outstanding 
and the $535 billion of corporate bonds 
(that is, longer-term securities). 

This has shifted business from commer- 
cial banks to investment banks (an um- 
brella term for the issuers and traders of 
corporate securities). In America, big 
commercial banks are becoming invest- 
ment banks as fast as they once became 
lenders to developing countries, and as 
far as the law will allow. (The Glass- 
Steagall Act separates the two activities 
to some extent.) In Japan, the big com- 
mercial banks (called City banks) are 
beginning to believe that they must follow 
their American counterparts’ example: 
Japan has its own version of Glass-Stea- 
gall—article 65 of the Securities and Ex- 
change Law. 

British commercial banks have been 
issuers of securities (through their mer- 
chant-bank subsidiaries) for a decade. 
This year's “Big Bang" in the City of 
London allows them to add trading in 
securities to their range. Of the principal 
industrial economies, only West Germa- 
ny has seen little institutional change. The 
big banks there have been both commer- 
cial and investment banks for years. 
Innovation. Investment banking has a 
different style to commercial banking. It 
is fast moving and innovative. Investment 
bankers talk about **products", and make 
their best profits from inventing and sell- 
ing schemes to save companies money 
(frequently tax) or to reduce their risks. 
In America, the business is competitive 
and the shelf-life of an innovation short. 
Corporate treasurers are bombarded with 
telephone calls from investment banks 
trying to sell them a new idea before their 
competitors latch on to it. 

One of the best descriptions of finan- 
cial-market innovation comes from an 
American investment banker: ‘Thor- 
oughly analyse every deal going on, take 
the neat ones, and push them 10%.” 
Innovation has been stimulated by the 
existence of an alternative to domestic 
securities markets for a growing number 
of American corporations: the Euromar- 
ket where investment bankers in Europe 
and Asia are also inventive and competi- 





Markets move people 


tive within somewhat different ground 
rules. 

Internationalisation. The freedom for 
companies to hunt for investors across 
national boundaries has increased in re- 
cent years. Today's biggest exporter of 
capital, Japan, likes to buy securities. 
Yesterday's exporters, OPEC, preferred 
bank deposits. Over 20% of all American 
corporate bonds are now issued abroad, 
compared with 14% in 1983. Despite 
Japan's massive capital surplus, Japanese 
companies make frequent forays into the 
Eurobond market. In 1985, 52% of all 
their external finance came from outside 
Japan. 

Internationalisation has had at least 
two other significant effects on compa- 
nies. It has allowed the investment bank- 
ers' inventiveness to rub off on smaller 
domestic markets. The presence of inter- 
national investment bankers in Hong- 
kong has undoubtedly helped to make th: 
local bond market more sophisticated. 

Second, internationalisation has under- 
pinned the fastest growing financial busi- 
ness of the moment—swaps. In these 
transactions, borrower A swaps his debt 
payments (interest or principal) for bor- 
rower B's: for example, floating-rate in- 
terest payments for fixed rates, or dollars 
for yen. If A has a comparative advantage 
in one financial market and B in another, 
a swap helps each to use that advantage, 
pool and divide their gains, and still end 
up with the sort of debt they really want. 
Swaps give borrowers access to financial 
markets (domestic or foreign) that they 
would not otherwise have thought of 
looking at. They also blur distinctions 
between international and domestic capi- 
tal markets. 

There are no official figures on the 
swap business, but estimates suggest that 
its volume grew to around $150 billion in 
1985 from $50 billion in 1984 and only $5 
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he 1985 operating results of Banco di Napoli were approved at the 
8 General Meeting held on 11th April under the chairmanship о! Profes- 
or LuigiCoccioli. The Balance Sheet and Profit and Loss Account were 
tified by Price Waterhouse S.a.s. 

To deposits. and borrowed. funds, which exceeded Lit. 43,400 bil- 
ion were about 21% higher. than twelve months earlier; they have more 
doubled in the space of only three years. Loans and advances came 
| 0 billion, having risen by around 30% in relation to December 
1984 almost: 140% over the last three years. 

: ‘In November- the network. of foreign branches expanded with the 
“opening of the London branch. The new branch has already generated a 
substantial volume of business, considering the very short period it has 
been їп operation. The New York branch further increased its activities in 
ће US. domestic market апа the Frankfurt branch. also recorded a steady 
expansion in lending to local customers. Banco di Napoli International 
“achieved a further increase їп turnover. 

* ; Тһе expansion. in the financial services. sector continued last year. The 
o companies operating in the leasing and factoring sectors recorded 
ent results, thereby. consolidating -their position in the Italian market. 
Datitalia Processing reaffirmed its leading position in the software market 
in Central апа Southern Кају. Sofiban, а company set up to manage inve- 
stment funds, began operations in mid November. Within the space of a 
‘few days the company had placed. a considerable volume of units via the 
Bank's branch network; it continued to operate with equal vigour in the first 
few months: of this year. 

Gross profits amounted to Lit. 489.8 billion in 1985, an increase. of 
29.2% Over.the previous year and one of 106.7% over the last three years. 
The increase in profitability is emphasized by the ratio of gross profits to the 
average volume of funds intermediated, which rose from 1.32 to 1.46%. 
After. making substantial allocations to provisions, in particular to staff 
funds, the net profit for the year came to Lit. 17.2 billion, compared with Lit. 
12.7 billion. in 1984. 

On the basis of the results achieved, the Bank intends to launch an 
issue of savings shares on the market. The increase in the capital and 
reserves will ре the culmination. of the work carried out over the-last three 
years. | | 

To that end, the Extraordinary General Meeting held immediately- after 
: approval of the annual accounts sanctioned the necessary amendments 
to the Statutes. 
















































EXPANSION OF THE OPERATIONAL BASE, AN INCREASE IN 
PROFITABILITY, STRENGTHENING OF THE PROCESS OF SELF- 
FINANCING, RATIONALIZATION IN THE USE OF RESOURCES: 
THESE ARE THE ACHIEVEMENTS OF BANCO DI NAPOLI OVER 
THE THREE YEARS FROM 1983 TO 1985. 


ABOVE ALL ELSE, THE REMOVAL OF TRADITIONAL GEO- 
GRAPHIC AND OPERATIONAL CONSTRAINTS WILL OPEN 
THE WAY TO STRENGTHENING THE GROUP'S CAPITAL BA- 
SE THROUGH RECOURSE TO ` 







Highlights of the annua cco 


at the 31st December 1985 — 
(in billions of lire) — 
































BALANCE SHEET 1982 1983 1984 

Deposits and 

borrowed funds 21,526 29,800 . 36,147 43,895 
Capital and reserves 505 614... 624... 622 
Provisions for bad and "scr peer N 
doubtful debts | 331. 484 (836... 718 
Provisions for pensions ^ d A t f 
and similar liabilities 480 61413715 1,532 
Loans and advances 14,211 19,952 26,022 33,606 
Securities 4850 7,379 7,398 47,489 
Short-term funds:and ; S К 
liquid reserves 2,647 3,199 3.933 3,969 
Fixed investments ^^ 680 767 915 959 
Allocations to the staff 

pension fund К 

to be. amortized ; — — 485 ‚ 245 







PROFIT AND LOSS ACCOUNT 















Gross income 3,855 4,768 


Gross profit 






Provisions and 
valuation adjustmerits 





Net profit 






| billion in 1983. 

_ Disinflation. Last but not least, the de- 

- cline in the rate of inflation (disinflation) 

1 has had (and will probably continue to 

have) an effect оп corporate borrowers’ 
ur The А 










dy helping them to substi- 
debt securities (bonds). 

Jlatility in prices and interest rates 
should reduce the demand for financial 
ts devised to protect borrowers 
against volatility (futures and options), 
"and encourage ther to issue longer-term 
debt in order to benefit from lower rates. 
Disinflation should also improve the com- 
‘panies’ cash flow and reduce their de- 
mand for outside finance. 


A question of balance 


Companies in different countries have 

_ observably different financial appetites 

“(charts 1-4). In Japan, where their profit- 
ability has been low, companies have had 
to rely heavily on éxternal finance. British 
companies' higher profitability and more 
generous depreciation allowances have 
permitted them to be less dependent on 
external suppliers of money. 

Companies in Britain got 8596 of their 
funds from internal sources in 1983. In 
‘the United States, the figure was 76%, 
and in West Germany 7595. In Japan in 
1983, a little less than 70% of big compa- 

nies’ funds came from internal sources— 
and that was a record high. (The percent- 
age for small companies was a lot lower.) 
As recently as 1975, the proportion for 
big Japanese companies was exactly the 
other way round; they then got 70% of 
their money from outside sources. In 
America and Europe, there has been no 
comparable sea change. The percentage 
of external finance has fluctuated more or 
less in line with the business cycle. 

p But 1975 was the year that Japan came 
to the end of two decades of rapid 
growth. Huge industrial investment and a 
determination to go after market share at 
the expense of profit margins left compa- 

nies with little internal savings. The 

Switch from external to internal financing 

Over the past decade is one demonstration 

of the maturity of Japanese industry. 

‚ South Korean firms, for example, now 

have a financial structure much like that 

: in Japan 20 years ago. 

Industry's sources of external finance 

; also differ. widely from country to coun- 

| ‘The famous distinction between 
cb nk-dependent industry (in West Ger- 

- Many and Japan) and financial-market- 

-> Oriented industry (in Britain and Ameri- 

> са) still holds good, but less than it used 

o: In 1984, almost 80% of Japanese 

 companies' external cash came іп the 

_ form of bank borrowing. In West Germa- 
ony, the percentage was similar. A roughly 


































External finance 
as % of total 


Industries’ net 
sources of finance 










































comparable figure for America was 40%, 
and for Britain 55%. 

In all these countries, bank borrowing 
is on the decline. The decline is most 
pronounced among large Japanese corpo- 
rations. In the year to March 1983, 60% 
of their external finance came from bor- 
rowing, much of that from banks. In the 


Who needs banks? 


A growing band of companies manages perfectly well without borrowing from. 


banks at all 


In California’s high-tech Silicon Valley, it 
is. common wisdom that companies 
should keep tlieir debt to a minimum. 
Such high-tech companies are not capital 
intensive. Since their business risks are 
extremely high, they keep their financial 
risks to the minimum. The computer- 
maker Apple, for example, has no debt 
on its balance sheet at all. That helped it 
weatlier last winter's deep recession in the 
industry better than some. 





External finance 
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year to March 1985, that proportion had. 
shrunk to 35%. A 
Companies (especially big ones) äre 
turning more and more to financial! mar 
kets for money. This process—“securi 
sation"—has broad implications for 
erybody involved in it: industry, banks 
and investors. 


Apple uses banks for fee-paying ser- 
vices like managing its cash and foreign 
exchange. But it sticks with a few (five or 
six), and they are as likely to be invest. 
ment banks as commercial banks. ` 

However, some capital-intensive com- 
panies manage to carry on investing with 
out borrowing from banks. One of them 
is MCI. According to the dust jacket of a 
new book (“On the Line" by Larry Ka- 
haner) about the company, MCI is the 
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American  telecommunications firm 
which “took on AT&T, risked everything 
and won". Premature perhaps. But what 
MCI has done with its finances (and why) 
illustrates many of the themes running 
through American corporate finance. 


Money Coming In 


A young company, which went public in 
1972, MCI is successful (sales in 1985 of 
$2.5 billion and profits of $113m) and in a 
modern fast-growing industry. Years of 
fighting the monopolistic and arrogant, 
AT&T have given it a talent for question- 
ing traditional ways of doing things. It 
applies that talent to its finances: it has 
consistently refused to be listed on the 
mighty New York Stock Exchange (for 
which it is eminently suited), preferring 
instead to be the biggest and most actively 
traded company on America's electronic 
over-the-counter market, NASDAQ. 

In addition, MCI chooses not to borrow 
from commercial banks. It gets almost all 
the money it needs directly from the 
markets. If unconventional MCI is a model 
for the future, America's commercial 
banks are in serious trouble. 

The company's latest annual accounts 
include a small footnote: "In August 
1985, the company terminated its agree- 
ment with 11 commercial banks that pro- 
vided available revolving credit borrow- 
ings of up to $300m." The company had 
been paying §% each year to the 11 banks 
for the privilege of knowing that it could 
borrow up to $300m if and when needed. 
But мс has not needed to borrow from 
its bankers since April 1981. 

The company uses commercial banks 


‘mainly for leasing transactions and for 


swaps. It has over $450m-worth of leases 
on its balance sheet and has completed 
$100m of interest-rate swaps. The banks 
it uses for these transactions are as likely 
to be European (like Crédit Suisse and 
Barclays) as American. MCI turns to its 
two main investment banks—Drexel 
Burnham Lambert and Shearson Leh- 
man—if it wants more money. 

MCI realised that it could manage with- 
out bank loans in August 1983 when, in a 
startling piece of corporate financing, the 
company's two investment banks raised 
$1 billion in ten-year subordinated notes. 
At the time, it was the biggest corporate- 
bond issue ever. Yet MCI's credit rating 
was then so low that, on traditional crite- 
ria, it should not have had access to the 
bond market at all. 

The company was eating money setting 
up a long-distance telecommunications 
network to compete with AT&T. Its 
planned capital expenditure was $700m in 
1983, $1.2 billion in 1984, and $1 billion in 
each of the next two years. MCI's already 
heavy borrowing had pushed its leverag- 





Getting off the ground 


ing (its ratio of debt to equity—called 
gearing in Britain) to 152%. 

Banks might have lent the company 
more. However, deregulation had al- 
ready made them more expensive than 
the capital markets. So MCI set out to 
persuade the markets that a second-rank 
company whose bonds were indisputably 
“junk” (see later) was worth backing. 

Luck and personalities play a role in 
seemingly faceless corporate finance. Mr 
William Conway, then 34 years old, was 
MCT’s treasurer. The chief financial offi- 
cer, Mr Wayne English, was about to 
retire after 25 years in the business. Mr 
Conway was close to Mr Michael Milken, 
the "junk bond" specialist at Drexel 
Burnham Lambert. Mr Milken, then in 
his mid-30s, was building a reputation 
(now legendary) as the man who single- 
handedly persuaded staid American insti- 
tutions that the extra rewards of buying 
high-yielding bonds of lesser-rated com- 
panies far outweighed the extra risk. 

In July 1983, MCI announced its best 
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quarterly figures ever. The stock market 
was buoyant and Mr English asked 
Drexel to go for a $500m issue. He was 
then called away on jury service, and Mr 
Conway took over. 

Two days after MCI filed its offer docu- 
ment with the Securities and Exchange 
Commission (SEC), Mr Milken told the 
company that he had lined up enough 
investors to buy a phenomenal $2 billion- 
worth of the bonds. MCI decided to in- 
crease the issue to $1 billion. 

Then things started to go wrong. An 
unflattering report on the company from 
Goldman, Sachs, a New York investment 
bank, pushed down the share price. It fell 
from $51 on July 21st to $43 on July 29th. 
Investors were nervous about the compa- 
ny. MCI sweetened the offer a bit by 
raising from 30m to 36m the number of 
warrants (rights to buy shares at an 
agreed price within a stipulated time) 
attached to the bonds, and by paying a 
9.5% coupon when talk had been of 
9.25%. Even then, nobody could be cer- 
tain that investors would come up trumps 
on the day. If they did not, MCI's capacity 
to raise money in the future would be 
seriously damaged. 

In the event, the company lived up to 
its nickname, Money Coming In. The 
notes were all sold on August 1st. On 
August 8th, MCI got a cheque for 


' $988,097,222.22, the $1 billion minus the 


investment banks' commission. A photo- 
copy of the cheque hangs in Mr Conway's 
office. 


Unconventional 
wisdom 


Although Mct’s financial policy is uncon- 
ventional, Mr Conway maintains that it is 
conservative. All the company's borrow- 
ing is long-term and at fixed rates. It 
knows with certainty how much money it 
has for how long and at what price. 

Are there any disadvantages in casting 
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Hoare Govett has organised the distribution of more than 
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Vendor placing 
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£10 billion of securities over the past 18 months. acting for 
governments and some 300 public and private companies 
around the world. 

We offer an independent and creative approach 
to raising debt and equity finance with global market 
coverage. 


LONDON NEW YORK HONGKONG TOKYO SINGAPORE. MELBOURNE SYDNEY- CHANNEL ISLANDS. 





* Balance shot 1985 ° 564 Financial Year 
On March 26th the ordinary General Meeting of Cassa di Rispar- - 


тїї е Depositi di Prato approved the 1985 Delaney sheet showing 
the following results: 


l Total assets Lit. — 3,946 vinos dev 
Total deposits Lit. 3, 126 billion 


Net income Lit. 29 bition — — 
‘Equity after distribution | 
of income Lit. 223 bilion . 


Gross dividend applicable to each saving share Lit. 12,000 
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Source: Federal Reserve Bank ol Now York 8 Weekly reporting Danks 
off from commercial banks in this way? 
Mr Conway should know. For ten years 
he worked for First Chicago, a commer- 
cial bank that backed MCI in its early 
years. He says he does not envisage ever 
borrowing from a commercial bank 
again. Not only is bank borrowing expen- 
sive, in his view, but it is also inflexible. 
Commercial bankers love to stuff their 
loan agreements with covenants that pre- 
vent the borrower from doing this or that, 
or call in the loan if certain conditions are 
not met. MCI's bonds are much freer from 
covenants. They demand (not surprising- 
ly) that principal repayments be met on 
the dot, but interest payments can slip for 
up to 30 days—at least as much leeway as 
a commercial bank will give. Also, they 
allow the company to take advantage of 
changing market conditions. Last winter, 
MCI paid off $427m of its outstanding 
bonds early to benefit from falling inter- 
est rates and to make best use of some 
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surplus cash sitting in the bank. 

The ultimate test of whether it is worth 
keeping commercial banks sweet by bor- 
rowing expensive money from them 
comes when a company gets into difficul- 
ty. A few bankers are more likely to rally 
round an ailing company than are a 
thousand debenture holders scattered no- 
body knows where. MCI has had experi- 
ence of supportive bankers. In 1975, 
when Mr Conway was working on the 
company’s account at First Chicago, MCI 
had little more than promise to offer as 
security for its $100m of bank loans. Its 
sales in the year were a mere $6.8m on 
which it made a loss of $39.3m. The banks 
stood by the company (they had little 
choice) but, against its wishes, forced it to 
sell off some of its “promise” through a 
public offering of shares. 

For a small or young company, it may 
be worth paying a premium to banks for 
their “rainy day” support. But is it rea- 
sonable to expect an IBM, a Philip Morris, 
or (nowadays) even an MCI, to do the 
same? As Mr Conway and others point 
out, almost all American banks are likely 
to see rainy days before IBM does. 


Let’s all be 
investment banks 


As only the biggest companies make full 
use of market instruments, America’s big 
money-centre banks feel the loss of busi- 
ness most keenly. They have been the 
traditional providers of funds to Ameri- 
ca’s big multinationals. To some extent 
they have been forced out of the prime 
corporate-lending market by their past 
follies. Too much lending to developing 
countries made nervous regulators de- 
mand that they increase the capital back- 
ing their loans. That, in turn, has in- 
creased the cost of those loans, and sent 
the banks themselves to the markets. 
There they have rarely found that they 
can borrow as cheaply as the best of their 
erstwhile customers. 
· Deregulation has been the main force 
for change in America. It is just beginning 
in Japan, At present, rates can be set 
freely on savings deposits of Ү500т 
($3m) or more. That threshold is sched- 
uled to come down to Y300m in Septem- 
ber and further down thereafter. Will that 
send Japan's commercial (“City”) banks 
into investment banking too? Probably. 
Between 20% and 30% of those banks’ 
funds are now raised at market rates. 
Sumitomo, currently the most successful 
City bank, reckons that if the threshold 
comes down to Y10m, and if other things 
remain equal, the profits of the City 
banks will be cut by 30%. They will have 
to make up for that elsewhere. 

What will this mean for the relative cost 
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of capital in America and Japan? Much is 
made of the effect of controlled interest 
rates on the cost of Japanese corporate 
borrowing. Will deregulation impose a 
higher extra borrowing cost in Japan than 
in other countries? 

Cost-of-capital calculations are compli- 
cated at the best of times, and Japanese 
companies shy away from the discounted- 
cash-flow techniques favoured by the 
Americans for measuring the cost. They 
believe they are too full of wild assump- 
tions. Suffice it to say that all countries 


have hidden and overt subsidies in the — 


cost of corporate borrowing. The erosion 


of these through the deregulation of inter- _ 


est rates is unlikely to add any significant 
competitive disadvantage to Japanese 
corporations as against companies in any 
other deregulating economy. 


Going for a fee 


American money-centre banks have had 
little choice but to turn their eyes away 
from increasing the assets on their bal- 
ance sheet (their main preoccupation in 
the 1970s) to increasing their fee income 
from issuing and trading securities in so 
far as the 1933 Glass-Steagall Act will 
allow. It separates investment from com- 
mercial banking, but says little about 
activities invented after 1933. 

“Investment banking is the top priority 
today in the strategic planning of most 
money-centre banks. This structural 
change is one of the most important 
developments in banking of the last 20 
years," says Mr George Salem, banking 
analyst with the brokerage firm Donald- 
son, Lufkin & Jenrette. How successful 
these big banks have been in diversifying 
into fee-earning business is indicated by 
chart 7 on the next page. (Non-interest 
income is a proxy for fees from activities 
other then traditional lending—for exam- 
ple, investment banking.) 

Citicorp, the biggest of them all, em- 
ploys 7,000 people in investment bank- 
ing, more than the staff of Salomon 
Brothers and First Boston added togeth- 
er. The head of its investment banking 
division is Mr Tom Theobald, just pipped 
at the post for the chairman’s job by Mr 
John Reed in 1984. He reckons that 
Citicorp and its many arms are members 
of more stock exchanges around the 
world than anybody else. 

The trend toward investment banking 
has some worrying consequences. The 
industrial loans left on the commercial 
banks’ balance sheets are of lower quality 
than they used to be. Banks have pushed 
to lend more to smaller companies that 
have not had easy access to the markets. 
A 1984 study by a research firm, Data 
Resources Inc (DRI), showed that these 
firms are a significantly greater credit risk 
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. . Out by the experience of Bank of Ameri- 
. ca, a bank which for all its failings has а 
= widely diversified loan portfolio (which 
. should be less risky than a highly concen- 
- trated one) and which is praised in neigh- 
. bouring Silicon Valley for being particu- 
- lary supportive of young high-tech 
. A companies. Bank of America's losses on 
. its commercial and industrial loans in 
1984 were over 3} times their level in 1979 
~ (before securitisation began). Its consum- 
= er-oan losses in 1984 were only 14 times 
— their level in 1979. 
m Bank of America's chief economist, Mr 
= John Wilson, has estimated that big 
Í American commercial banks wrote off a 
3 record $1.9 billion of industrial loans in 
" 1984, almost three years after the most 
recent recession had ended—that is, at a 
time when write-offs should have been 
declining. Over half those losses were 
concentrated in three industrial catego- 
ries: energy; construction, mining and 
farm machinery; and wholesaling and 
J retailing. 
Mr Wilson concludes (rightly) that this 
= has “made it imperative that commercial 
banks devote more attention to assessing 
industry risk”. A joint study by DRI and a 
group of commercial banks identified five 
key financial factors to watch: 
@ The variability of a company’s cash 
flow. 
© The growth of its cash flow. 
€ The company's "interest соуегаре”— 
that is, its cash flow divided by the 
amount it pays in interest. 
€ Its debt maturity, as measured by the 
percentage of total debt due within one 
















year. 
€ Its liquidity—the company's current 
assets divided by its current liabilities. 
The first two of these variables were 
closely correlated with commercial banks' 
industrial-loan losses in 1984. After 
weighing these factors and bundling them 
into an index, the study went on to rank 
industries by credit risk between 1980 and 
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— than are large companies. This is borne 





1984. Top of the list—that is, industries 
most worthy of credit—came electronics 
and health care (table I). 

The study then went on to predict the 
rankings for 1986-90. Bottom of the list 
came machinery, agriculture and mining. 
Health care, a star for the first five years 
of the decade, slipped to twelfth place out 
of 18 industrial categories. Transport 
equipment moved up from thirteenth to 
second. 


Psst, wanna buy 
a loan? 


Another disquieting consequence of the 
commercial banks' inability to make a 
profit on much corporate lending is a new 
fast-growing business in selling short- 
term industrial loans. There are no offi- 
cial figures, but anything between $20 
billion- and $40 billion-worth of loan sales 
are probably outstanding in America, 
with most of the growth coming in the 
past 18 months. Mr Salem reckons that 
could rise to $100 billion by 1990. The 
business is dominated by the big New 
York commercial banks. 

Its logic is simple—one of those bank- 


Table 1: American industries ranked by 


credit risk 
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‘ing bonanzas in which everybody seems 


to be a winner. Big commercial banks, 
close to companies’ financial officers, 
originate loans which it does not make 
economic sense for them to keep on their 
own balance sheets. They sell the loans to 
somebody else whose overheads are less 
or whose cost of funds is less but who does 
not have access to the borrower. The 
bank makes a turn on the deal and helps 
maintain a relationship with the borrow- 
er. (The originating bank usually contin- 
ues to administer the loan.) The borrower 
gets cheap money. And the ultimate 
lender gets a good asset that he would not 
otherwise have been able to obtain. 

The market for the loans (sold in dol- 
lops of at least $1m) is getting bigger. In 
America, foreign banks, especially the 
Japanese, and small regional banks have 
been keen buyers hoping to get an entrée 
into top American companies. Savings 
and loan associations, only recently per- 
mitted to make commercial loans, have 
been buying to build up commercial-loan 
portfolios. Insurance companies are also 
buyers. 

Loan-selling does not please every- 
body. Some companies do not like bits of 
their loans being parcelled out after they 


- have signed on the dotted line. If any- 


thing goes wrong, they want recourse to 
the bank or banks they know. Their 
dislike could increase when a secondary 
market in these loans is started. Such a 
development—which would disseminate 
the loans more widely—seems just 
around the corner. 

More significantly, loan-selling distorts 
some economic indicators and makes the 
regulators’ job more difficult. Weekly 
figures on commercial and industrial 
lending by the big New York banks have 


traditionally been a good early indicator - 


of industrial loan demand. Not any more. 
In the year from mid-1984 to mid-1985, 
the New York banks' outstanding com- 
mercial and industrial loans fell from 
around $117 billion to around $108 bil- 
lion. The result of sluggish loan demand? 
Not if those same New York banks had 
over that year originated another $20 
billion of industrial loans which they had 
flogged off to somebody not covered by 
the statistics. The Federal Reserve Board 
has only just begun to classify business 
loans by savings and loan associations. 
The difficulty in monitoring loan-sell- 
ing is one aspect of a wider problem that 
arises from securitisation: regulators and 
monetary authorities lose touch with 
what is happening because it passes 
through so many different channels. 
When banks were the main conduit for 
the flow of money, maintaining the stabil- 
ity of the financial system meant little 
more than maintaining the stability of 


. banks. That is no longer enough. 
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- BCI Holdings Corporation 
:а догу formed corporation organized by 


_ Kohlberg Kravis Көз & Со. 


has acquired 


А The ааба assisted in the negotiations and acted as financi ial 
килу advisor to MONS. Kravis Roberts & Co. in this transaction. 


Drexel Burnham Lambert 


INCORPORATED 


All of these securities having been sold, this announcement appears as a matter of record only. Slt 


~ $2,507,920,000 
BCI Holdings Corporation 


$600,000,000 
11% Ten Year Senior Notes 


$800,000,000 
124% Twelve Year Senior Subordinated Debentures — 


—...8950,000,000 
124% Fifteen Year Subordinated Deben wet 


. $150,000,000 
Fifteen Year Floating Rate Junior Subordinated Debentures 


-99,000 Limited Partnership Interests 


Which Will Acquire and Hold Warrants to Purchase 
33,391,305 Shares of Common Stock of ВСІ Holdings Corporation. .. 


Drexel Burnham Lambert 
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Sumitomo, 
_ the Bank | 
Bringing Action 
to Innovation. 








Sumitomo Bank is exceptionally brave 
and aggressive when it comes 
to developing new services and 
attracting new customers. 
Investments in office automation, 
for example, are expected to reach 
US$250 million by 1987. 

At Sumitomo, we think innovation is the key 
to better international banking 
operations, especially in this age when 
international financing is becoming 
more and more free while the needs of society 
and individual customers are becoming 
more and more sophisticated. 

We all believe that our innovation is making 
Sumitomo the most reliable and beneficial 
bank for customers at large. 


«у» SUMITOMO BANK 


3-2, Marunouchi I-chome, Chiyoda-ku, Tokyo 100, Japan. 





“To bankers and. 


financial decision- | 


makers who want | 
tomorrow's | 
news tóditv- 


The Economist Financial Report has- 
established itself as an invaluable aid to ` 
senior bankers and officials in over 70 
countries. 

Each fortnightly issue contains up to 30 
items of news, comment, informed 
speculation and highly sophisticated 
analysis from around the world, much of it 
not available from any other source. 


Currencies: What the big money-centre banks are 
forecasting for key exchange rates. 

Sovereign debt: News on debt reschedulings, and 
analysis of economies in trouble. 

Portfolio management: Surveys of the strategies of 
leading money managers. 

Banking regulations: Moves by the authorities in the 
United States and around the ee 

International institutions: Behind-the-scenes 
developments at the IMF, World Bank, OECD and Bank 
for International Settlements. 

Regular briefings on who’s who in finance ministries 
and central banks. 

International banking talk and rumour. 

Key Indicators: Every other issue contains a two-page 
supplement of charts and comment on Eurocurrencies,. 
commodities and stocks, interest rates, money supply, 
exchange rates, inflation, savings, government 
expenditure and more. 


интини нинин 
The Economist Newspaper Limited, 25 St. James's Street, London SW1A IHG 
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Financial 


Please enrol me as a subscriber to The Economist Financial Report for one year. 
All subscribers receive a binder. i NE 5 
All subscriptions are posted first classin the UK and Europe and first class airmail to allo 
other areas. s : Н 
Subscription prices: 
Worldwide (ex USA) £300; USA 5680. [Please bill me 

| wish to pay by American Express 7 Vise (J 


Expiry date Signature 


NAME 


Bien Ed 
TITLE 
COMPANY у 


ADDRESS 


Icononmist 


IRE 


Please send this form with your remittance to: Linda D 
Publications Department, Economist New 
25 St. James'sStreet; London SWIA THG, 
Registered office 25 St James's Su 
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The Structure 
of the Oil Industry 
Has Changed. 
i / 












Today, oil is a commodity traded like any other. . . subject to volatile 
price swings and supply and demand uncertainty. Unsettling? Yes, 
particularly to those not versed in trading— trading futures, that is 
— on the New York Mercantile Exchange. To the oil industry, 
2 NYMEX means an opportunity to hedge risk and manage prices. 
To investors, it means a chance at personal gain. Together, they 
make NYMEX the world's largest free market for oil. Think oil. 
Think futures. Think NYMEX. 






А NYMEX—The Energy Exchange 97€ 


FOUR WORLD TRADE CENTER, NEW YORK, N.Y. 10048, U.S.A. 212/938-2879 
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A new Nomura initiative 
at the leading edge 
of financial engineering. 


In the rapidly changing international financial 
environment, rivalry between investment banks 
has become intense. The ability of these 
institutions to anticipate changes ahead of the 
competition is fundamental to their continued 
success. 

Hence Nomuras5 creation of a New Products 
and Swaps group - a global initiative which 
integrates the resources of swaps, syndicate, bond 
sales, financial arbitrage and other specialists. 

Its brief? To create new and innovative financial 
instruments based on an in-depth understanding 
of investor portfolio requirements; and to seek out 
arbitrages in the long-date global bond and foreign 
exchange markets, to maximise yields on assets 
sold to investors and minimise to issuers the cost 
of borrowing. 


& NOMURA 


І s Nomura House, 24 Monument Street, 
London EC3R 8AJ. 01-283 8811. 





SI CHT Б Settle тала ERR мааа у ҮТЕ КҮЛ 


Do transnational corporations with business in South Africa help 
sustain or erode apartheid? 

A of eminent diplomats and political influentials heard from 
ма informed persons at public hearings at the United 
Nations, examined documentation, and made their 

Now, those recommendations, the verbatim transcripts of the 
iis. вазона аси s dui a representative 
listing of country, state and m and regulations regarding 
e aen api den South elus RUN 

y for further research, are available in four volumes from 
Nations Publications. 

gere. of all four volumes will be completed in September. The 
series will be offered at $200. Send your check or purchase order to 
arrive by August 1, and receive a discount of 10% . 

For more information, or to order, write UNITED NATIONS 

» 2 a PUBLICATIONS, Room DC2—853, 
New York, New York 10017. 


To All Finance Directors: 


Thinking about a Listing on 
. | the Tokyo Stock Exchange? 


Sanyo International can provide you with full information and advice about listing 
shares on the world's second largest stock exchange, the Tokyo Stock Exchange. 
Sanyo International is a wholly owned subsidiary of Sanyo Securities Co., Ltd., one 
y of Japan's leading securities companies for over 75 years, with more than 75 offices 


worldwide. 


Please contact Peter H. Hill, Director 
А Sanyo International Limited 


: Telephone: 01-628-2931 Telex: 8812979 SYSEC 
Roman House, Wood Street, London EC2Y 5BP, England 


me 
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Most central banks have recognised the 
problem and are trying to do something 
about it. The Bank of Japan is now 
monitoring securities companies as well 
as banks. At the same time, it recognises 
that the effectiveness of Japan’s main tool 
of monetary policy in the past—credit 
rationing through the banks—is being 
undermined. The Bank will have to rely 
more and more on interest rates for 
implementing monetary policy. The more 
that rates are deregulated, the more ef- 
fective they become as a control 
mechanism. 

Mr Yoshio Suzuki, director of the Bank 
of Japan's Institute for Monetary and 
Economic Studies, says that he does not 
think that the “effectiveness of monetary 
policy will change. But the channel will". 
Nevertheless, a study published in April 
by the Bank for International Settle- 
ments, the central bankers' central bank, 
emphasised official concern about the 
shift to securities markets and the rapid 
pace of innovation in those markets. 

The Federal Reserve Board is trying to 
improve its inadequate monitoring of re- 
tirements of corporate bonds. At the 
same time, it is trying to take account of 
the fact that more and more non-financial 
companies are behaving like financial 
intermediaries. That means looking 
closely at industrial companies' financial 
assets as well as at their financial liabil- 
ities. But, as the Fed puts it, *our corpo- 
rate financial assets' data are rotten". 


The end of a beautiful 
relationship? 


In March, Japanese newspapers made 
much of the announcement by the 
Daishowa Paper company that it had 
В: its “main” bank, Sumitomo, that 

it would repay the Y23.5 billion that it 
owed the bank by the end of June and 
would then sever its relationship with the 
bank. It was sensational news because 
Japanese companies’ relationships with 
their “main” banks are widely believed to 
be eternal, sacred and at the heart of the 
Japanese industrial-financial machine. 

The Daishowa case was rather special. 
The company had been in trouble in the 
early 1980s and, according to normal 
practice, its main bank Sumitomo had 
organised a rescue and put some of its 
own men on the company's board. The 
company's president at the time, Mr 
Ryoei Saito, had resigned. The deposed 
president—a controversial figure—is be- 
lieved to want to regain control of the 
company. Getting Sumitomo booted out 
is the first step. 

Japanese newspapers saw the principal 
issue as being how Daishowa could possi- 
bly survive without Sumitomo. Money- 
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men in Tokyo saw it as indicative of a new 
financial independence on the part of 
companies. But a limited independence. 
The crux for Daishowa, they judged, 
would be how quickly it could establish 
new links with another main bank. 

Special or not, the Daishowa case fits 
into a general shift in the relationship 
between banks and their corporate cus- 
tomers brought about by securitisation. 
The shift is different in America's fickle 
financial markets than in Japan's more 
faithful ones. 





Almost all big Japanese companies 
have one main bank—usually one of the 
13 City banks. It is the primary, but not 
the only, source of short-term loans for 
the company; long-term loans are provid- 
ed by one of the long-term credit banks; 
and one of the four big securities houses 
handles the company's capital-market 
issues. 

The closest relations are with the City 
bank. The main bank will have access to 
information about the company and have 
asay in its management that in most other 
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countries would be unacceptable. The 
main bank will often be the only monitor 
of a company's financial condition, with 
other lenders relying on it for information 
about how things are going. 

The bank will co-ordinate any rescue— 
which it is likely to initiate at an earlier 
stage than banks in other countries, partly 
because it has better information. Japan's 
biggest postwar bankruptcy (of Sanko 
Steamship, which went down in August 
1985 with debts of Y520 billion) is attrib- 
uted by some to the fact that Sanko had 
no one main bank. When a Japanese 
company does collapse, the heaviest bur- 
den is shouldered by the main bank. In 
some instances, small unsecured creditors 
(like foreign banks) have lost nothing 
from the bankruptcy of a Japanese 
customer. 

In America and Britain, companies' 
relations with their banks are less inti- 
mate. For a big company in Britain, the 
strongest bond is likely to be with its 
merchant bank. And that is getting weak- 
er. It is increasingly common for a big 
British company to use two or even three 
merchant banks to advise it on a 
takeover. 

In America, where there are so many 
commercial banks (some 14,000), compa- 
nies tend to use several of them. For 
example, the oil company Chevron has a 
"significant" relationship with a dozen 
banks: nine of them American, three of 
them European. It has actually borrowed 
money from over 100 banks. Even the 
biggest Japanese company is unlikely to 
have borrowed from more than 30. In 
Britain and America, relations are much 
more at arm's length than in Japan, and 
each lender looks after its own interests. 

These differences are almost inevitable 
given the different employment practices 
in Japan on the one hand and America 
and Europe on the other. In America in 
particular, bankers change jobs frequent- 
ly. A by-no-means atypical case: Mr Rob- 
ert Saltmarsh, treasurer at Apple for less 
than four years, is already working with 
his fourth account officer at Bank of 
America, the big local bank. In Japan, 
jobs in big business and finance (and 
therefore relationships between individ- 
uals in these firms) are still, despite some 
headhunting by foreign financial new- 
comers to Tokyo, likely to last for life. 


Always on the 
telephone 


Investment banks (the main gainers from 
the greater economic efficiency implied 
by securitisation) are more aware than 
commercial banks of the need to go out 
and sell their "products". So corporate 
financial officers are continually bom- 
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barded with bright new ways of saving 
themselves a smidgen of basis points. 

The commercial banks that are edging 
into investment banking are acquiring the 
same aggressive instincts. And as all these 
banks spread around the globe, the 
American “hard sell" is spreading with 
them. A big American company can be 
fielding 40 telephone calls a day from 
corporate bankers eager to sell a new 
idea—which may be no more than yester- 
day’s idea adjusted to today’s market 
conditions. Japanese and European com- 
panies get almost as many calls. 

While this bombardment is inconve- 
nient, few corporate treasurers are brave 
(or foolish?) enough to cut themselves off 
from it. The buzz phrase for most of them 
is "shopping around’’—a new experience 
for many. “We want access to the best 
ideas out there,” says Mr Malcolm 
McAuley, deputy treasurer of Chevron, 
voicing a general desire. Some see the 
surfeit of callers as the temporary incon- 
venience of a business in the throes of 
deregulation. “Ме shall wait until the 
losers retire from the market," says Mr 
Nobuyuki Horiuchi, international finance 
manager at Toshiba, a Japanese con- 
glomerate. 

That reflects a widely held view of the 
future in which, in each country, there 
will be an oligopoly of five or six provid- 
ers of investment-banking services—ef- 
fectively how the American government- 
securities market has worked out. When 
that time comes, woe betide those who 
are not in the oligopolies. 


Slow-changing Japan 


A reduced dependence on banks by Japa- 
nese companies is unlikely to change the 
main-bank system by much. To see why, 
look at a big shipping company, Nippon 
Yusen Kaisha (NYK), which has survived 
its industry's troubles remarkably well. 

For a Japanese company, NYK has bor- 
rowed a lot from the markets. Ten years 
ago, its bonds amounted to 6-7% of its 
total lending. Today, they represent 22- 
23%. Most of these are straight bonds. 
But NYK has issued three domestic con- 
vertible bonds (bonds convertible into 
equity—popular in Japan) and one issue 
on the Euromarkets with warrants at- 
tached. That is about the full gamut of 
long-term debt instruments available to a 
Japanese company. 

NYK's main bank is Mitsubishi. Mr Yui- 
chi Ishikawa, director of the company's 
finance division, says that its capital rais- 
ing has not diminished the company's 
relationship with Mitsubishi. First, be- 
cause NYK has involved Mitsubishi (as far 
as the law allows) in those issues. For the 
straight bonds, where it helps to get a 
bank guarantee, Mitsubishi has been the 


Toyota stands on its own four wheels 


guarantor. For the Euro-issue, where 
Japanese commercial banks can be un- 
derwriters though not lead managers, 
Mitsubishi has been as high on the list as 
possible. 

Only for the convertibles is the compa- 
ny out on its own. But even there its bank 
gets involved. Most Japanese convertible 
bonds are designed to be turned into 
equity. Around 75% of NYK's first issue 
has already been converted. Japanese 
commercial banks, unlike their American 
counterparts, can hold industrial shares. 
So, much of the equity issued this way 
ends up in the hands of companies closely 
associated with the issuer—including its 
main bank. 

Another example: Toyota, the biggest 
Japanese carmaker, has borrowed little 


Off to market 





from banks—about 5% of its total liabil- 
ities. But that has not freed it from its 
bankers. Almost two-thirds of its liabil- ` 
ities are held by financial institutions. 
Prominent among those are the same 
banks that once lent it money. If Japanese 
industry used to get its cash from 20 
financial institutions, it now gets it from 
around 30. 

Moreover, never underestimate the 
value that Japanese companies put on 
insuring against the disgrace of failure. 
They know that financial markets are far 
more ruthless to the weak than bankers, 
and that only their main bank will tide 
them over (temporary) difficulties in the 
future. Unlike most American and Euro- 
pean companies, their horizons stretch 
that far. 


Bonds, junk or otherwise, take up the running 


The shedding of bank loans by large 
corporations does not mean that compa- 
nies are not borrowing. Quite the oppo- 
site. For the past two years, the fear in 
America has been that companies are 
borrowing too much. In 1984, non-finan- 
cial American companies increased their 
debt by a record $192 billion. In 1985, the 
figure was $157 billion (compared with a 
mere $56 billion in 1983). 

The bulk of that debt, however, was in 
the form of market instruments like 
bonds and commercial paper. The net 
increase in bank loans of non-financial 
companies in 1985 was $29 billion, exactly 
the same as in 1980. But in 1980, it 
accounted for 37% of the companies’ 
total increase in debt, compared with 
1875 in 1985. 

The same applies in the international 


(Euro) markets. In 1982, syndicated bank 
loans made up more than half of the $179 
billion of international borrowing moni- 
tored by the OECD (chart 8 on next page). 
In 1985, bank loans accounted for only 
16% of the $256 billion of international 
borrowing. NIFs—note-issuance facilities, 
a Euromarket near-equivalent of com- 
mercial paper—came from nowhere to 
make up 18% of the 1985 total, while 
bond issues accounted for 65% (and were 
50% higher than in 1984). 

For Japanese companies, 1985 was a 
record year for bond issues with the total, 
almost Y6 trillion, over 20% higher than 
in 1984. Non-financial companies' corpo- 
rate-bond issues were 875 higher than the 
year before. 

Soon it will be possible to turn any old 
loan into bonds. America already “secur- 
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Australian currency $100 note, Sir Douglas Mawson, Antarctic Explorer (1882-1958). Mawson who features on the Australian $100 note is famed 
for his heroic exploration of Antarctica along with Sir Ernest Shackleton, locating the South Magnetic Pole. Mawson gave his name to Australia’s major 
Antarctic base and also penned the polar classic ‘The Home of the Blizzard’ Mawson was knighted and among many honours received the first 
David Livingstone Centenary Medal of the American Geographical Society, 


Westpac helps you break the ice in the 
Western Pacific. 


If it’s anything to do with Western Pacific banking, 
come to the bank with a world of services to offer. 

Westpac, Australia’s world bank. 

Westpac is Australia’s first and most experienced 
banking and financial services group, with assets 
approaching A$50 billion anda growing, global network 
of offices in 23 countries. 

Call on Westpac for any of these international 
services. Multi-currency financing for trade and projects 
either in Australia or overseas. Foreign currency 
accounts in Australia and overseas, and investment in a 


Westpac Banking Corporation 


wide range of international securities. Expert advice on 
foreign exchange management and hedge transactions. 

Introductions into overseas markets, and advice 
on trading practices, joint ventures and local conditions 
in foreign countries. 

Specialised information on rapidly changing 
political and economic conditions. 

And we can tailor our services in order to meet 
your company’s needs. 

So if you want to ‘break the ice’ in the Western 
Pacific, call Westpac, your world bank. 


ММесСрас 
Australias world bank. 


Bahrain 25 4792 * Beijing 500 2233 ext.100 * Chicago (312) 630 0170 Fiji 31 1666 * Frankfurt (069) 72 0781 • Hong Kong (5) 21 3191 • Houston (713) 224 0955 • Jakarta (21) 2920611 
Jersey (0534) 7 9500 • Kuala Lumpur (03) 92 0611 ® London (01) 6264500 * Los Angeles (213) 627 9747 • New York (212) 551 2700 * Port Moresby 214255 e San Francisco 
(415) 986 4222 * Seoul 7391145 * Singapore 533 8673 • Sydney (02) 226 3311 * Tarawa, Bairiki 241 « Tokyo (03) 501 4101/4 * Wellington (04) 747 499 
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It takes 


a special kind of bank 
to be a power in 
both corporate trust 















You might expect a 
bank with “Trust” in 
its name to bea 

powerful force in 
corporate trust and 
agency services. 
Soitshould come 
as no surprise 
that more than 
2,000 corporate and 
governmental entities 
worldwide depend on 
Bankers Trust to service 
over $150 billion in 
securities. ( We 
exercise fiduciary 
e responsibility 
for over $80 
billion in debt securities alone. ) 
But for the same bank to be a 
major force in the Euromarkets— 
that might seem surprising. Yet 
last year, Bankers Trust lead- 
managed 26 Eurosecurity offer- 
ings totaling $2.5 billion. And was 
one of the most active participants 
in the secondary market, where 
we are a market-maker in over 
500 different Eurosecurities. 
Such dual leadership is the 
result of Bankers Trust's remark- 


When Storer Communications 
was acquired recently by its man- 
agement and SCI Holdings, Inc.— 
a corporation organized by Kohl- 
berg, Kravis, Roberts & Co.— 
Bankers Trust was selected as 
exchange agent for the $2.6 bil- 
lion acquisition. Our specialized 
reorganization processing team 
handled twelve of the largest 
mergers in 1985, totaling over 


$10 billion. 


and Eurosecurities. 


able brand of banking: merchant 
banking. 

Merchant banking blends 
two distinct aspects of banking. 
One is the lending capabilities and 
breadth of non-credit services of a 
commercial bank: Among these 
are our trust and agency services. 

The other half of merchant 
banking involves the intermediary 
skills and entrepreneurial spirit of 
an investment bank. From this 
half springs our strength in the 
Euromarkets. 

It’s this combination of 
investment and commercial bank- 
ing services that has made 
Bankers Trust the choice of so 
many private and public sector 
entities. For more often than not 
these days, what once were purely 
commercial banking functions 
now require a considerable degree 
of investment banking know- 
how. And vice versa. 

Thecombination has worked 
togive Bankers Trust leadership 
in many areas. Among them: 

Trading. From our regional 
trading rooms in New York, Lon- 
don and the Far East, we execute 


It takes Bankers > 


over $18 billion in money, securi- 
ties, and currency transactions 
daily. Bankers Trust is today one 
of the five largest primary United 
States government securities deal- 
ersand one of the acknowledged 


leaders in foreign currency trading. 


Loan syndication. We play 
a major role in the global syndi- 
cated loan and Euronote market. 
We are sixth among the top 50 
lead managers worldwide, and are 
ranked fifth by leading partic- 
ipants in the world’s capital 
markets in terms of innovative 
instruments and pricing. 

Swaps. Bankers Trust is a 
universally acknowledged market 
leader in the intricate world of 
currency and interest rate swaps. 
In 1985, our team of specialists in 
New York, London, Tokyo, Hong 
Kongand Toronto completed an 
average of more than three deals 
every day. 

Securities services. Our se- 
curities services capabilities go 
far beyond our leadership in 
worldwide custody and clearance. 
We also offer programs like 


Institutional Brokerage, Securities 
Lending and Dividend Plus to maxi- 
mize the earning power of the 
securities we service. 

In almost every area, 
Bankers Trust’s merchant banking 
skills can serve you, and serve you 
well. Indeed, many clients now 
turn to us for virtually all of their 
banking needs. 

Merchant banking. If you're 
not yet taking advantage of it, 
you should. 
With the special 
kind of bank 
that can best 
put it to work 
for you: 
Bankers Trust. 


In 1985, Bankers Trust brought 
a$350 million Eurobond issue 
to market for the European 
Economic Community. It was 
the largest bond and swap issue 
ever, and one of many arranged 
by Bankers Trust. 



















D Bankers Irust Company 


Merchant banking 


„worldwide. 


Dashwood House, 69 Old Broad Street, London Kishimoto Building, 2-1 Marunouchi, Tokyo 










We planted the seeds forty years ago, 
when we established Abbar & Zainy. Since 
then, the fruits of our labor have multiplied 
a hundred fold 

This tremendous growth further strengthens 
our commitment—to serve the people only 
with the best in products and services ) 

Today, our farms grow the wheat, raise the cattle ¥, 
and the poultry to provide food for the people. 

Our plants manufacture products that make 
life easier 

Our ships provide transport for importers and 
exporters 

And our skilled people build homes for 
families and entire 
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itises" student loans, mortgages, car 
loans and, from April this year, credit- 
card loans. 

The Federal Reserve Board frets about 
this and about the amount of corporate 
debt being issued to finance unproductive 
mergers and acquisitions. The Bank of 
England fussed about the attempt by the 
Australian brewer Elders IXL to take over 
the British food-and-drinks company Al- 
lied-Lyons with almost $2 billion of bor- 
rowed money. And the Bundesbank, 
West Germany's central bank, berated 
companies for not taking advantage of 
favourable conditions in the stock market 
while borrowing twice as much in the first 
half of 1985 as in the same period in 1984. 

Many of the central bankers' fears have 
been assuaged as interest rates have fallen 
and made higher levels of debt more 
tolerable. The stock-market boom has 
helped persuade companies to raise more 
new equity. But as Mr John Paulus, chief 
economist at Morgan Stanley, a top rank 
American investment bank, puts it, 
“there is not a central banker in the world 
who does not think his economy is over- 
leveraged". 

Although corporate debt is not now at 
the top of the Fed's list of concerns, one 
shibboleth that arose last year needs to be 
laid to rest: that so-called “junk bonds" 
are a fearful blot upon the face of the 
earth. 


The myth of junk 


Drexel Burnham Lambert, the Wall 
Street investment bank that invented 
junk bonds less than a decade ago, pre- 
fers to call them high-yield bonds. Mr 
Chris Andersen, the firm’s managing di- 
rector, lucidly described to a House of 


Representatives subcommittee what 
high-yield bonds are, and why they 
should not be called junk: 


High-yield bonds are simply corporate debt 
issued in the form of securities that are rated 
below investment grade by the rating agen- 
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*Includes other international facilities prior to 1981 


cies. That is, they are rated below BAA by 
Moody's or BBB by Standard & Poor's. The 
term “junk” bonds was used in an earlier 
time to describe bonds issued as investment- 
grade securities which were downgraded 
when the issuers' credit ratings subsequently 
deteriorated. ы 


Mr Andersen went on to make some 
telling arguments in favour of high-yield 
bonds: 

@ Only 675 American companies earn 
investment-grade ratings from the two 
agencies. Investment-grade ratings mat- 
ter because many financial institutions 
(like pension funds and insurance compa- 
nies) are restricted in the amount of non- 
investment-grade bonds that they can 
buy. That left 19,000 American compa- 
nies with assets of over $25m that had 
virtually no access to the bond market 
until high-yield bonds came along. 

€ Drexel's success in the high-yield bond 
market lies in its ability to persuade 
investors that the extra return on high- 
yield bonds significantly outweighs the 
extra risk. It has some persuasive aca- 
demic studies to support its case. 

In one, the Wharton School estimated 
that the total return (income plus capital 
gain) on below-investment-grade bonds 
between January 1980 and June 1984 
averaged 13.5% a year. The average 
return over the same period for first-class 
(AAA) corporate bonds was 7.2%. An- 
other study, by Mr Edward Altman of 
New York University, concluded that the 
actual losses on high-yield bonds in recent 
years averaged about 1% a year. 

So a diversified portfolio of junk bonds 
was yielding over six percentage points 
more than a portfolio of AAA bonds to 
compensate for an average annual loss of 
one percentage point. Those junk-bond 
issuers (like the international newspaper 
mogul Mr Rupert Murdoch) who tried to 
take advantage of this year's fall in inter- 
est rates have found it difficult to re- 
finance their high-yield bonds more 
cheaply. Investors saw to it that many of 
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the bonds carried heavy penalties for 
early redemption. 

Far from leaving investors at the mercy 
of wily investment bankers, high-yield 


A 


bonds are examined far more closely by _ 
accountants, lawyers and underwriters _ 


than bank loans would be. And bank 
loans—the use of somebody's deposit, 


remember—are the only alternative for — 


the issuer of the bonds. 


The size of the high-yield bond market _ 
is not proportional to the publicity that it . 
has received. On Morgan Stanley's fig- — — 


ures, there were $58 billion of high-yield 
bonds outstanding at the end of 1985— 


equivalent to only 15% of the total of - 


publicly-issued straight corporate bonds. 
Of course, their growth has been dramat- 


1 


n 


ic—an average of 35% a year for the four — 


years to the end of 1985. But that, says 
Morgan Stanley, “reflects mainly the ini- 


tial start-up of an almost trivially small - 


sector, not an explosion in a mature, out- 
of-control segment of the bond market". 


Е > 


High-yield bonds have become almost —— 


respectable. Investment banks with im- — 


peccable credentials, like Morgan Stan- 
ley, Goldman, Sachs and Salomon Broth- 
ers, are moving into the market, and 
Drexel's stranglehold on new high-yield 
issues is disappearing. In 1985, Drexel 
lead-managed 56% of all high-yield bond 
issues: in 1984, it managed 68%. The 


jeans-maker Levi Strauss, a public com- 


pany which went private in August 1985, 
partly financed the “buy-out” of its public 
shareholders with a high-yield bond. It 
chose Salomon Brothers to lead the issue 
specifically because it did not want to be 
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linked with Drexel which (as Levi Strauss _ 


saw it) was too closely associated with the 
word junk. It was one of the first high- 
yield bond issues underwritten by Salo- 
mon Brothers, the undisputed king of the 
American corporate-bond market. 


Curiously, Mr David Smith, Levi — 


Strauss's treasurer, believes that the buy- 
out brought his company closer to its - 


commercial bankers. He also believes 


wu 
Г 


that the company's policy of giving its | 


9 Poorer quality 
Bonds issued by US companies: 


Bl inthe United States 
[Z]inoverseas markets 
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Junk-clad jeans 


commercial bankers an almost Japanese 
insight into its business paid off when it 
sought their support for the buy-out. 

There are at least three things to worry 
about in all this. First, too many changes 
in the ownership of companies (through 
Mergers, acquisitions and buy-outs) are 
being financed by high-yield bonds and 
thereby adding greatly to the risk on the 
balance sheet of corporate America. Sec- 
ond, the issuing of these bonds reduces 
the quality of the borrower’s existing 
bonds. And, third, this is happening 
against a general decline in the quality of 
investment-grade bonds, which still ac- 
count for most of the market. 


Junk bonds 
and takeovers 


The Federal Reserve Board, acting on 
this concern, imposed a ban in January 
1986 on certain carefully structured take- 
overs in which more than 50% of the 
purchase price came from high-yield 
bonds. Superficially, the ban was futile. 
No sooner had it been imposed than 
investment banks were finding ways 
round it. Drexel’s Mr Andersen says that 
the Fed’s ruling has made no direct differ- 
ence to the market. Indirectly, though, 
such a public demonstration of the Fed’s 
concern did affect the way that banks and 
borrowers behaved. 

The Fed’s gesture illustrated a world- 
wide dilemma for financial regulators. 
Their concern is the stability of their 
country’s financial system. The process of 
securitisation means that they have to 
turn their attention increasingly to finan- 


cial markets, foreign as well as domestic. 
Yet there they do not have adequate 
powers to impose controls. 

The Bank of England faced a slightly 
different dilemma with the Elders IxL bid 
for Allied-Lyons. Largely because of its 
unusual financing ($1.8 billion was to be 
borrowed from banks), the bid was re- 
ferred to Britain's Monopolies and Merg- 
ers Commission, the government's anti- 
trust machine. That was inappropriate 
since the bid had no monopoly implica- 
tions, and the commission no remit to 
look at financial structures. But there was 
no other way to ponder on the novelty of 
a deal that the Bank of England believed 
might open the floodgates to leveraged 
takeovers in Britain. 

In practice, there is a strong deterrent 
to leveraged deals in Britain: the rules on 
merger accounting. Unless at least 90% 
of a takeover is financed by equity or its 
equivalent, the new merged company has 
to write off goodwill in its accounts imme- 
diately: a strong deterrent since in a bull 
market (the busiest time for takeovers) 
goodwill represents a substantial part of 
the acquisition price. Even Hanson Trust, 
one of Britain's most active predators, 
finances most of its takeovers with equity- 
type paper. In Japan, mergers and acqui- 
sitions are such a rarity they have created 
no problems of this kind yet. 

High-yield bond financing of American 
mergers and acquisitions has not been 
unduly prolific. Back to Morgan Stanley 
for some figures—a rich source since it 
linked up last year with Capital Interna- 
tional, a monitor of capital markets based 
in Switzerland. Of the $30 billion of high- 
yield bonds sold in 1984 and 1985, $9.5 
billion was used for acquisitions or lever- 
aged buy-outs—accounting for only 4% 
of the total value of such deals carried out 
in the two years. 

Of particular concern to the Fed was 
the number of takeover-related junk 
bonds being bought by savings and loan 
associations, newly liberated newcomers 
to the markets, many of them in less than 
perfect financial condition. Figures from 
the National Council of Savings Institu- 
tions suggest that this danger too was 
exaggerated. Less than 2% of the hold- 
ings of high-yield bonds by a sample of 
these associations were related to financ- 
ing corporate acquisitions. 


Knock-on effects 


Nevertheless, the growth of high-yield 
bonds and of more aggressive lenders in 
America has helped to make more money 
available to finance mergers and acquisi- 
tions—in particular, the acquisition of 
large companies by much smaller ones. 
For example, Pantry Pride, an obscure 
Florida retailer with assets of $1.1 billion, 





Junk-faced cosmetics 


was able to acquire the $2.3 billion cos- 
metics and chemicals firm Revlon for $1.8 
billion in December 1985, financed partly 
by $575m of high-yield bonds arranged by 
Drexel Burnham. Almost overnight, 
Revlon bondholders found their assets 
transformed from a BAA-rated issue into 
junk. Similarly, a proposed leveraged 
buy-out of R. H. Macy, the famous 
department-store group, changed its 
bonds from AA to below investment grade 
in a twinkle. Institutions forbidden to 
hold non-investment-grade bonds had to 
dump their Revlon and Macy bonds in a 
hurry and on to a depressed market. 

There is a simple solution to this prob- 
lem. The restrictions on these institu- 
tions, designed when junk bonds were 
only investment-grade debt that had fall- 
en from grace, need to be updated to take 
account of the new phenomenon of high- 
yield bonds issued by companies with 
high-growth prospects that have never 
previously had access to the bond 
markets. 

A highly leveraged deal is not a one-off 
balance-sheet restructuring that remains 
frozen thereafter. The new company's 
assets are juggled around, sold off, refi- 
nanced and so on. (More transactions like 
this, of course, mean more business for 
the investment banks advising the compa- 
nies.) Within 45 days of the Pantry Pride 
deal with Revlon, $500m of bank debt 
had been wiped off the balance sheet. If 
rating agencies worked that quickly, the 
rating of Revlon's bonds would have been 
changed almost every other day. Instead 
of which, in its review of 1985, Moody's 
mentions that Revlon's debt was down- 
graded twice in the year—as if that were 
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Registered and Head Office in Rom a 


3  .. 985 balance sheet 


Assets (billion Lire) Liabilities (billion Lire) 
..* Cash and funds with e Capital, reserves, | | 
a 1.961,3 profit brought forward 756,3. 
ities and Investments4.890,6 • Deposits, etc. 18.126,2 
folio, — • Funds for provisions s, 
urrent accounts and depreciations - — 270,6 
. contango loans 11.364,3 * Other items ` 1.009,3 
е Other items 1.981,0 • Net profit for the year 34,8 
.* Contra accounts 21.539,1 * Contra accounts 21.539,1 
41.736,3 41.736,3. 


. The shareholder's meeting - held in Rome under the chairmanship of M 

. . Rodolfo Rinaldi - has approved the balance sheet as at 31 .12.85, which r 

. gisters a profit of Lit. 34.8 billion (+ 15.2%), after provisions and transfers 
- to reserve of ITL 145.4 billion (133.7 billion in 1984). | 


| The meeting decided to increase reserves by Lit. 22 billion and to distribute 
. Lit. 12.2 billion to shareholders (+ 25%). Following this, the Bank's own 


unds amount to Lit..778.5 billion. 

- Total deposits amounted to Lit. 18.126 billion (+ 21.9%), of which Lit. 9.902 
- billion from customers (+ 13.5%). | | 

Total lending increased to Lit. 11.364 billion (+ 23.2%); lending to custo- 
mers reached Lit. 4.855 billion (+ 16.4%). He 
International business has again substantially expanded; funding and len- 

-ding in foreign currencies increased by 22.6% und 19% respectively. On 


a | . a consolidated basis, together with Banco di Santo Spirito (Luxembourg), 
[| foreign currency liabilities reached USA 3.5 billion (+ 34.6%). 
| Avery substantial increase was registered in the field of securities. The vo- 


p lume of transactions has grown and the return from this sector of activity, 
which increased by 55.696, has notably contributed to the return on ban- 


| king services. 


|. During 1985 a branch was opened at Molfetta. 
. Managing Director is Mr. Giosué Ciapparelli. 
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record financing quarte 
о First in total equities lead managed 
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о Firstin volume of mortgage-backed — 
issues lead managed ` 


о First in volume of financial 
institution issues lead managed 


* 


© First in total long term tax-exempt ^——— 
Issues lead managed E o 


2 First in the global marketin — — —— С 
volume of total securities offerings | 
lead managed worldwide. — — 


January-March 1986 | 
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Тоз “Source: Securities Data Company, Inc. All data calculated giving lead manager full credit for net proceeds of ¢ 





particularly notable. 


Still, there is the wider question of 
whether bondholders are badly done by 
in takeovers, be they highly leveraged or 
not. The weight of evidence is that they 
are not. Academic studies monitored by 
the Fed tend to show that any abnormal 
increase or decrease in return to straight 
bondholders in either an acquired or 

iring firm is short-lived and small. 

The growth of high-yield bonds in 1985 
was partly a matter of concern because it 
occurred against a background of a de- 
cline in the quality of top-class bonds. 
Standard & Poor’s commented that “‘cor- 
porate credit quality deteriorated mark- 
edly in 1985”. It lowered 272 of its 
ratings, more than 1982's then record of 
246: 15 issuers defaulted on their rated 
debt, and 23 issuers’ debt was downgrad- 
ed from investment grade to junk. Some 
30% of the downgradings were related to 
leveraged takeovers or to manoeuvres 
designed to avoid them; many more were 
related to industry-wide problems in en- 
ergy, banking and the like. Lower interest 
rates and cheaper oil have done much to 
reverse that trend for almost all but the 
energy sector and Texas banks. 


The power of 
credit ratings 


Last year’s corporate debt fears and the 
high-yield bond phenomenon threw a 
spotlight on the considerable power of the 
rating agencies in America. Theirs is a 
power that can only increase with the 
growth of securitisation. 

When Chevron, big and blue-chip, 
took on $13.3 billion of debt to buy Gulf 
Oil in 1984, it called in the key rating 
agencies one month after the acquisition 
to help decide on its financial policy. 
Traditionally a top-notch AAA credit, the 
company knew that had to be sacrificed to 
buy Gulf. But, for reasons of status and 
cost, it was determined to slip no lower 






E Less Aaa, more Baa 
Credit ratings of new corporate bond 
issues 


1984 

















1985 
19-1% Aaa 7-2% 


272* Aa 18-656 


26-8% A 32-4* 


7-7% Baa 22-8% 
9-0% Ва 6-0% 
10-0% B 12:256 
0-2% Саа 0-7% 
Ca0-1% 


Source: Moody's investors Service 
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Down goes the rating, down goes the 
than AA. The agencies gave it a AA macho 
emblem on condition that it reduced the 
ratio of its debt to debt-plus-equity to 25- 
30% by 1989. 

That condition is now ingrained in the 
company’s policies. Early in his statement 
to shareholders this year, Chevron’s 
chairman Mr George Keller, announced: 
"In one very important area, our 1985 
performance was very strong. We re- 
duced our total debt... by $6.1 bil- 
lion . . . this represents tremendous pro- 
gress in one year and puts us well ahead of 
schedule in our debt-reduction pro- 
gramme." Chevron's debt to debt-plus- 
equity ratio fell from 51% at the end of 
1984 to 38% at the end of 1985. 

Although the agencies have large staffs 
(Standard & Poor’s has 225 bond analysts 
and Moody’s is increasing its staff), they 
are still slow moving—“a lagging indica- 
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tor" in the words of one corporate trea- 
surer. Yet their main usefulness is as an 
independent balance to the wilder ex- 
cesses of the bond market. So it is proba- 
bly appropriate that they should be con- 
servative and behind, not ahead of, the 
times. 

Their main failing is that they lay too 
great an emphasis on financial ratios and 
not enough on people. Much of Ameri- 
ca's recent corporate turmoil has been 
about people: about uprooting deeply- 
entrenched managements and taking a 
gamble that others can employ compa- 
nies’ assets more productively. Many in- 
vestment bankers on Wall Street main- 
tain that the agencies judge all companies 
in an industry too much by the market 
leader. Thus any computer company 
strays from the financial norms set by IBM 
at its peril. 


Equity: the last resort 


Where and how Japan scores 


Behind most American scares about the 
growth in corporate debt and the decline 
in its quality lies a belief that corporate 
equity financing is also declining, contrib- 
uting to a fearful pincer movement on the 
crucial debt-to-equity ratio (leveraging) 
of corporations. 

Mr Henry Kaufman, Salomon Broth- 
ers’ well-known financial soothsayer, be- 
lieves that this hits at the very heart of 
American society: 

The roles of debt and equity in corporate 

finance—and for that matter in our society— 

should be clearly defined, understood and 

publicly reinforced. Debt can never be à 

substitute for equity. It involves defined 

obligations of interest payments and repay- 


ment schedules. . . . The abuse of the debt 
creation process . . . debauches the essence 
of an economic democracy. Equity, in con- 
trast, allows freedom of decision-making 
and often reflects confidence in society and 
its political and economic institutions. If we 
diminish the role of equity, we also invite 
social and political change. 
The fear that equity is declining in Ameri- 
са is largely based on the massive ''disap- 
pearance" of equity that has occurred: a 
decline in net equity of $77 billion in 1984 
and of $82 billion in 1985. Some of that 
was a result of companies buying in their 
own shares to make themselves less tasty 
to predators; much of it was the result of 
the substitution of debt for equity as a 
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New light on Wall Street 


result of the rage for leveraged takeovers 
and buy-outs. 

To some extent, this year has seen the 
unleveraging of America. As The Econo- 
mist reported in March: “Wall Street now 
accepts, at least in part, the argument by 
innovators like Drexel Burnham Lambert 
that last year’s alarm about the excessive 
debt of American companies was over- 
done.” In the first quarter of this year, 
more than 160 companies issued new 
equity worth $12.5 billion—an annual 
rate more than 50% higher than gross 
new equity issues for the whole of 1985. 

Still, some basic questions remain: is 
equity in a long-term decline? Do other 
countries (for example, West Germany 
and Japan) manage better because of 
their different (that is, higher) debt-to- 
equity ratios? And, given some external 
variables like interest rates and corpora- 
tion tax, is there some theoretically ideal 
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leveraging to aim for? 

Start with the classic exposition of 
corporate capital structure by Mr Franco 
Modigliani and Mr Merton Miller. (Mr 
Modigliani won the Nobel prize for eco- 
nomics in 1985.) In the late 1950s and 
early 1960s, they made two propositions 
which have been the starting point for 
almost all subsequent academic work on 
corporate financial structure. Oversimpli- 
fied, they stated that: 
€ Leverage is irrelevant to a firm's real 
economic value. If there were no market 
imperfections, a company would have no 
preference for debt over equity, or vice 
versa. Academics have since tried to take 
account of the fact that markets are 
imperfect—particularly in respect of their 
different tax treatment. 

@ A company’s dividend policy has no 
effect on its value. Again, this ignores 
market imperfections. 

The main motivation for borrowing 
then becomes the kinder tax treatment of 
interest payments as against dividends. 
The main motivation for raising equity is 
the need for insurance against financial 
distress. A firm’s optimal capital struc- 
ture then becomes a trade-off between 
these two things. 

No theory is easy to relate to the real 
world, partly because of a technical diffi- 
culty in explaining the wide divergencies 
within individual economies. There are 
Japanese companies with finances that 
look like those of the typical American 
company, and there are American firms 
that look Japanese. 

Another difficulty arises because ће 
state of the real world is rather hard to 
determine. First, the ratio of debt to 


equity depends on how you measure the 
two things. Chart 12 shows the debt- 
equity ratio in America between 1962 and 
1985 measured in two different ways: one 
by taking the par (face) value of debt and 
the book value of equity (that is, net 
worth in the balance sheet with tangible 
assets valued at replacement cost). On 
this measure, there has not been much 
change over the period. 

On the second measure (the market 
value of debt over the market value of 
equity), however, there was a huge shift 
in the early 1970s that was probably 
related to the inflationary effects of the 
hike in the oil price. The decline in 
inflation and in the price of oil in the 
1980s has yet to bring about a comparable 
reversal in the trend. 

Mr Robert Taggart, professor of fi- 
nance at Boston University, has pointed 
out that the historical picture of leverag- 
ing depends on where you start. Most 
studies that detect a rise in debt at the 
expense of equity begin at the end of the 
1939-45 war. Mr Taggart suggests that 
corporate debt levels were then unnatu- 
rally low, and that if you take a longer 
time span there is nothing abnormal 
about current levels. 


Borrow more, America 


How does America compare with other 
countries? The easy assumption is that 
the bank-dependent economies (Japan 
and West Germany) work on higher lev- 
els of gearing than do the market-orient- 
ed economies (America and Britain). 
Since industry in the bank-dependent 
economies seems to work better than in 
the market-oriented ones, is high leverag- 
ing necessarily a bad thing? 

Using Morgan Stanley Capital Interna- 
tional figures, Mr Paulus of Morgan Stan- 
ley has made some comparisons between 
the largest companies in seven arbitrarily 
chosen industries in America, Japan and 






9 For better or worse? 


Debt- equity ratios, US non-financial 
corporations 
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Source:Federal Reserve Bank of New York 
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The 19705 and early 19805 have been years of "Europessimism". 
Yet the best hope for the world economy in the late 1980's and 
yond may well lie in a revival of the business and national 

| economies of Western Europe. 40 years ago Europe raised 

_ itself from the ashes. Can it now raise itself from the doldrums? 
What needs to be done? 
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ing — m 
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one Financing international trade is one of our 

— specialisations. Securities and foreign exchange 
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Table 11: Debt-to-equity ratios 


Vk shpallen чь нь м! ehe s a BE SESS 
Seven arbitrarily selected industries in the United States, 
West Germany and Japan 


Ratios based on book value 
Industries US West Germany Japan 
Chemicals 0.76 1.37 4.37 
Steel 1.82 4.74 6.17 
Data Processing 0.67 0.27 1.09 
Electrical and Electronics 0.77 5.17 3.01 
Machinery and Engineering 1.09 1.88 5.47 
Motor 2.03 1.29 1.50 
Airlines 1.39 1.61 3.81 
Average 1.22 2.33 3.63 
Ratios based on market value of equity 
Chemicals 0.58 0.70 1.09 
Steel 3.32 2.84 4.05 
Data Processin: 0.45 0.44 0.40 
Electrical and Electronics 0.04 2.16 1.53 
Machinery and Engineering 0.91 0.87 2.19 
Motor 1.73 0.45 1.19 
Airlines 1.35 0.52 0.51 
1.25 1.14 1.57 


West Germany (table II). With equity 
measured by its book value, leveraging in 
Japan and West Germany is considerably 
higher than in America. However, there 
are some peculiar aberrations that are 
hard to explain on the basis of individual 
country differences. The motor industry 
in America, for instance, is more highly 
leveraged on this measure than it is in 
Japan or West Germany. 

Book values, however, are dangerous 
things to use for cross-country compari- 
sons. Different accounting conventions 


Japanese leverage 
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and other practices distort them. Consid- 
er the following: 

@ Japanese companies value land on their 
balance sheet at cost. The phenomenal 
rise in Tokyo property prices in recent 
years can mean that the market value is 
up to 100 times the book value. The book 
value of Japanese firms is, therefore, 
considerably understated. 

e Japanese firms give banks “сотрепѕаї- 
ing balances" in the form of deposits in 
order to borrow from those banks. On 
average, a Japanese firm wanting to bor- 
row. Y100m will have to borrow Y160m 
and place Y60m on deposit with its bank. 
This increases Japanese companies' re- 
ported borrowings. Compensating bal- 
ances will disappear with deregulation. 
Already the best Japanese companies 
(like Matsushita) can borrow without 
them. 

@ Japanese companies are far more de- 
pendent on bought-in components than 
are American firms, Toyota, for instance, 
buys in three-quarters of its parts while 
the vertically integrated Ford buys in only 
a quarter. This practice swells the “ас- 
counts payable" item on Japanese com- 
panies’ balance sheets which in turn 
swells their debts. 

@ The American commercial-paper mar- 
ket, which exists outside America but 
only in embryonic form in Britain, France 
and Holland, is a substitute for bank 
borrowing. American accounting rules 
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allow companies to treat short-term com- 
mercial paper as long-term debt if they 
have a supporting bank facility which 
guarantees that the commercial paper can 
be rolled over when it expires. Chevron, 
for example, categorised $5.2 billion of 
short-term commercial paper at the end 
of 1984 as long-term debt because it was 
backed by bank facilities. 

Although this has no effect on cross- 
country comparisons of leveraging, it is 
significant when comparisons are made of 
the maturity structure of different coun- 
tries' corporate debt. On the other hand, 
Japanese companies' borrowing from the 
City banks is classified as short-term. In 
practice, it is almost always rolled over to 
become long-term financing. 

Returning to Mr Paulus's figures and 
taking the market value of equity instead 
of the book value for his seven industries, 
he found that American firms' leveraging 
is greater than West German firms', and 
not much less than that of firms in Ja- 
pan— probably close enough", says Mr 
Paulus, “to warrant the conclusion that 
there is no significant difference in lever- 
age in the three nations". 

Mr Paulus makes another crucial point 
for those who worry about the over- 
leveraging of America. In spite of all the 
debt added to the balance sheets of 
American companies in 1985 and all the 
equity that disappeared, the ratio of debt 
to the market value of equity for Ameri- 
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can firms in 1985 actually fell (chart 12). 
That is because the Dow Jones industrial 
average rose by 29% in the year, adding 
much more to the market value of equity 
than was lost from the substitution of debt 
for equity. Goldman, Sachs reckons that 
more than one-quarter of the increase in 
market value of American equity in 1985 
was brought about by the withdrawal of 
equity (that is, a shrinkage in the supply 
pushed up the price). 

This helps resolve the dilemma of those 
who fear that American firms are too 
highly leveraged, yet believe that Japa- 
nese and West German firms are doing 
better by being more highly leveraged. 
Anybody wanting to find fault with 
American corporate finance and to see 
whether Japan does it better has to look 
beyond leveraging. 


Sweet equity 


Return now to the academic models of 
corporate finance. An illuminating paper 
on "Corporate Capital Structure in the Us 
and Japan" by Mr James Hodder of 
Stanford University brings the Modiglia- 
ni-Miller "leverage irrelevance proposi- 
tion" up to date. “It is generally acknowl- 
edged", says Mr Hodder, "that some 
form of market imperfection (taxes, 
asymmetric information, etc) is necessary 
to provide a positive motivation for bor- 
rowing." And, indeed, there is motiva- 
tion enough in most countries in the tax 
deductibility of interest payments com- 
pared with the payment of dividends out 
of post-tax income. 

Given this, says Mr Hodder, “we need 
a countervailing effect to obtain an opti- 
mal capital structure which is not essen- 





tially all debt". Most suggestions of what 
this effect might be “relate to the risk that 
a firm encounters financial distress". 
Much of the difference in corporate fi- 
nance between Japan and America can be 
explained by the different strength of 
these motivations in the two countries. 

In Japan, the disgrace of financial fail- 
ure is much greater than in America. So 
the motivation (and the price paid) to 
insure against it is that much more. The 
main method of minimising this risk is 
through the close (and costly) relation- 
ship with one main bank and not, as in a 
more market-oriented system, by greater 
recourse to equity finance. 

The process of securitisation does little 
to change the balance for 'corporate 
America between the tax advantages of 
borrowing and the assurance of equity. 
Borrowing from the markets is simply 
substituted for borrowing from banks. 

In Japan, however, securitisation has a 
significant effect in eroding the strength 
of the main-bank relationship—a strong 
bond that will not be broken overnight. 
However, securitisation should gradually 
make Japanese companies look more to 
the equity market as their cushion against 
"financial distress". Because of the na- 
ture of Japanese equity, this should give 
them a tremendous financial advantage. 

For a start, the tax system is more 
friendly to equity in Japan than it is 
elsewhere. Capital gains in the hands of 
most shareholders (including individuals) 
are not taxed. Hence Japanese sharehold- 
ers are happy to see capital gain rather 
than dividend income. And that is what 
they get. Dividend payouts in Japan are 
notoriously low. Commonly, they are 
related to the par value of shares and run 
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out at about 10-15%. Dividend yields 
(dividends as a percentage of the market 
value of shares) are around 0.8% com- 
pared with 3.5% in America and 4% in 
Britain. 

Nevertheless, Japanese shareholders 
do well in terms of total returns (chart 
13). In his latest book “Kaisha, the Japa- 
nese Corporation", Mr James Abegglen, 
an American who has spent many years in 
Japan observing Japanese industry, de- 
scribes a study of American and Japanese 
market leaders in 21 different industries. 
Over the ten years to 1983, Japanese 
shareholders got a better return than their 
American counterparts in 16 out of the 21 
industries. 

On average, dividends accounted for 
only 11% of the return to Japanese share- 
holders but 85% of the return to Ameri- 
can shareholders. As Mr Abegglen points 
out, it is hugely inefficient for American 
companies to pay so much in dividends, 
as it is equivalent to saying that the 
shareholder can invest the dividends he 
receives after tax more productively than 
the company in which he has invested 
(presumably on the basis of his belief in 
its potential growth) can reinvest them 
(before tax) in itself. 

This is at the heart of a significant 
difference of attitude to equity between 
the two countries. Strange as it may 
sound, the Japanese have a healthier 
attitude than market-savvy America. In 
Japan, equity is still a gamble: the market 
which provides equity must look mostly 
to itself (and not to the corporation) for 
its reward. 

In America, equity has become too 
much like debt, with dividends like some 
sort of debt-servicing payment and quar- 
terly reports to shareholders like progress 
reports to short-term lenders. As a result, 
the junk-bond debt market has become 
the place to gamble. The more American 
equity looks like debt without the tax 
breaks, the more ridiculous it is. 

Some cautionary footnotes to this pae- 
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"Probably half of every advertising appropriation 
is wasted, but nobody knows which half.” The 
information technology revolution has effectively 
overtaken Lord Leverhulme's famous remark. 
Advertising can now be effectively monitored. This 
report looks at modem methods of evaluation made 
possible by recent developments in computing. 
Small companies can improve their decision making 
process, make good marketing Lar better, and 
advertising budgets more effectively spent. 

No.232 112 pages Price: UK & Europe £75; 
N. America US$145; ROW €78 
Published March 1986 


О Non-Executive Directors 
Their Changing Role on UK Boards 


Why should a company have non-executive 
directors? The reasons companies give for 
appointing them, who they are and how much they 
are paid are examined by this report. Case-histories 
throw light on non-executives in action, at a time 
when there is increasing pressure for UK boards to 
follow the US pattern and increase non-executive 
powers and numbers. 

No.244 96 pages Price: UK & Europe £60; 
N. America US$120; ROW £63 
Published April 1986 


О The Business Managers 
Guide to Barter, Offset and 
Countertrade 


Business managers trading into some of the 
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L] Islamic Business 
Theory and Practice 


Substantially revised and updated this second 
edition is an essential guide for all Western 
Companies and executives operating in the Muslim 
Middle East and North Africa. The report describes 
the principles of Muslim business practice including 
finance, banking; insurance and taxation. it shows 
how they differ from Western methods whilst 
throwing into relief the great changes at work in 
present day Isiam. 

No.221 81 Price: UK & Europe £75; 
N. America US$140; ROW £78 
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As taxes eat their way into corporate profits and 
disposable personal income, tax havens offer an 
opportunity of avoiding some or all of the burden. 
This report shows what individual havens offer to 
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N. America US$70; ROW £38 
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О South Africa to 1990 
Growing to Survive 


Can the economy be expanded fast enough to 
defuse unrest in South Africa? How far will 
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О The New Caribbean Deal 
The Next Five Years 
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countries. 
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The April 1985 revolution marked a watershed for 
Sudan. But can lasting solutions to the problems of 
famine, conflict in the South and massive foreign. 
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Will Retrenchment Work? 
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in the midst of an unprecedented economic reform 
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end of the decade. 
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О The United Arab Emirates to 
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One Market or Seven 


This report analyses the development prospects 
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immense upheaval is inevitable. How will the truck 
industry emerge? Which companies will come to 
dominate this important market and what are the 
longterm prospects for the industry? This report 
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| SURVEY OF OVER 300 TREASURERS - 
| RANKS CHEMICAL A WORLD LEADER IN- 
... TREASURY CONSULTING AND 
FOREX FORECASTING 


Under the headline “Treasurers’ Top Team”, a recent i issue of a major 
. European financial publication reported its findings. Over 300 
. international treasurers and finance directors had been asked by 

( тай to пате the institutions they felt provided the best financial 


p | “Chemical Bank ranked among the top four worldwide in treasury 
IB management consulting and foreign exchange forecasting. | 

That vote of confidence is certainly gratifying, but not really 
surprising. For 15 years, Chemical's Foreign Exchange Advisory 


| Service has actively helped major corporations and financial institu 


| tions to make the most of global currency opportunities. With offices 


. _ in North America, Europe, Asia and Australia, it is one of the most. 


_ broadly based consulting groups of its kind—serving 200 client 
. organisations in 33 countries. Its services include financial manage- 
ment consulting, hedging and trading strategies, multi-currency Ț 

investment and debt portfolio management, and technical “ee 
. for currencies and financial instruments. 


Find out why Chemical’s Foreign Exchange Advisory Service i is 
ong the best in the world. 

| Our regional office for Europe, the Middle East and Africa is 
| located i in Brussels. 

| Call Wolfgang O. F. Engel, Managing Director, at Chemical 
5 International Finance & Consulting (“Chemfico” SA/NV) in 


hone: 3225128841 | B-1040 Brussels 
| Telefax: 32/2/513.84.81 Avenue des Arts 46 
| Telex: 63 476 CHEMFI B 4 














38 SURVEY CORPORATE FINANCE 


an for Japanese equity. Any growth in the 
importance of the equity market in Japan 
will inevitably destroy some of its peculiar 
strength. There is evidence that this is 
happening already. Nippon Life, Japan’s 
largest insurance company and the big- 
gest single shareholder in some 70 quoted 
companies, recently said that it will no 
longer return its shareholder votes blank 
to be filled in by the companies’ manag- 
ers. It will make its own voting decisions. 
But that does not mean, said the firm’s 
vice-president, Mr Tokutaro Hirose, that 
“Nippon Life is going to ask for some- 
thing special or interfere in manage- 
ment”. Most people who work in the 
Marunouchi financial district of Tokyo 
believe him. 

A second change will come about from 
the change in ownership of Japanese 
shares. The internationalisation of equity 
markets is increasing the number of for- 
eign investors in Japanese companies, 
and they bring with them western views of 
share ownership. 

Moreover, inside Japan, ownership is 
changing. Banks are being forced to re- 
duce their shareholdings in individual 
companies to 5% or less by December 
1987. As a result, the City banks are 
expected to sell Y500 billion-worth of 
shares between now and then. Nippon 
Life has also said that it is thinking of 
selling shares more actively in the future. 

All this, however, might result in little 
change in the interlinking of Japanese 
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business and finance. Individual investors 
are still declining in significance (chart 
14). In 1970, they owned 40% of all 
shares; in 1984, 26%. Japanese compa- 
nies own biggish stakes in each other 
(particularly in their own suppliers and 
customers). “Marketable securities” on 
the balance sheet of Matsushita, the suc- 
cessful electrical group that makes vc 
video recorders, increased from Y48 bil- 
lion in November 1980 to Y308 billion in 
November 1984. Matsushita has shares in 
around 350 subsidiary and affiliate com- 
panies. Hitachi, another leading electrical 
















group, has almost 600 subsidiaries and 
affiliates. As Japanese firms’ internal in- 
vestment grows less rapidly and they 
become more cash rich, their stakes in 
each other will increase, taking up some 
of the stakes that the banks have sold. 

One important effect (or is it a cause?) 
of the lesser claims of Japanese share- 
holders on the earnings of their company 
is that they also have a lesser claim to 
ownership of the company. In terms of 
management's concern for their welfare, 
shareholders come below employees, cus- 
tomers and suppliers. 

That means that investors can be as 
fickle as they like in the market place: the 
company is largely insulated from their 
influence. It also leaves Japanese corpo- 
rate management freer to pursue its own 
objectives. 

A survey of corporate objectives in 
America and Japan quoted in Mr Abegg- 
len's book showed that American manag- 
ers place overriding emphasis on the 
return on investment—a shareholder- 
driven financial objective. Japanese man- 
agers' top priority was gaining market 
share—a business objective. 

In Japan, corporate finance is still seen 
as the tool of industry. In America, as Mr 
Lester Thurow of the Massachusetts In- 
stitute of Technology put it recently, 
"we're busy making industry into a play- 
thing for finance". The same holds true, 
but to a lesser extent, in Britain. Until 
that changes, put your money on Japan. 
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The key to total satisfaction of client 
needs, in commercial and investment 
banking, is swift response capability. 
Mitsui’s international organisation is 
designed to provide just that. Mr. 
Heiichi Soda, Head of our Europe 
Division, does not refer decisions back 
to home base for approval. He decides 
on the spot. The rationale is simple: 
he understands local conditions best. 


\ddressing Decisive | 
Opportunity 


Final decisions regarding all Mitsui 
Bank business operations in Europe are 
taken at Europe Division HQ in 
London. 


Mitsui offers clients skill and strength 
in fields traditional and fields new. In 
the complex and rapidly-changing 
Euromarket, our creativity in the 
arrangement and underwriting of 
sophisticated financial instruments is 
backed by our ability to act that much 
faster. The same applies throughout 
the whole range of our universal 
banking services. For investors and 
borrowers, streamlined service. 
Address your needs to Mitsui. You'll 
be sure of a swift response. 


C$ MITSUI BANK 


Head Office: 1-2, Yurakucho 1-сһоте, 
Chiyoda-ku, Tokyo 100, Japan Tel: (03) 501-1111 
Telex: J22378, J22559, J22643, J22644 

Europe Division Headquarters: 34/35 King Street, 
London EC2V 8ES, United Kingdom 

Tel: (01) 606-0611 ~ 7 

Telex: 888-519, 888-757, 888-902 


London, Brussels, Düsseldorf, Frankfurt, Madrid, Paris, 
Bahrain 

Mitsui Finance International Limited, London 

Mitsui Finance (Switzerland) Limited, Zürich 

















Pointing the way to more efficient 
financing on the world capital markets. 


Straight off, Yamaichi can give you a 

| number of excellent reasons to finance 
overseas. Among them, the recent 
growth of overseas markets, deregulatior 
and the powerful new financial 
techniques. 


More often than not, in the current 
environment of changing foreign 
exchange rates and the need for 
alternative forms of financing, the best 
strategy calls for fund-raising in multiple 
currencies on more than one market. 


As a fully-integrated financial institution, 
managing USS 68 billion in customer 
assets, Yamaichi is in the forefront of the 
capital-market revolution. Were a 
primary leader in foreign-currency 
“Shogun” bonds in Japan. Our 
Euromarket activities, particularly in 
Euroyen bonds, and equity-related and 
swap-driven issues are first rate. 











Yamaichi can work fo your advantage 
all major capital centers of the world — 
including Japan. As the foremost 
Japanese house in M&A and venture 
capital investment, Yamaichi can also 
help you acquire leading-edge 
technology and a ready-made foothold 
in the Japanese market. 


Contact Yamaichi today for a possible 
new direction in fund-raising. 
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The bad old days return 


Britain's economy has done well for the 
past four years. As Conservative minis- 
ters often boast, it has had the fastest 
growth rate in Europe and lower-than- 
average inflation. That period now seems 
to be ending. Next year, Britain faces the 
unenviable combination of the slowest 
rate of growth of the big seven industrial 
economies, the highest rate of inflation— 
higher even than Italy's—the highest un- 
employment rate and a return to current- 
account deficit. This is the view not just of 
the perpetually gloomy forecasters at 
Britain’s National Institute of Economic 
and Social Research, but also of their 
counterparts at the OECD, normally a 
more cheerful bunch. 

The chancellor of the exchequer, Mr 
Nigel Lawson, agrees that growth has 
faltered. He hopes it is just a temporary 
dip. Last week, he promised a “vigorous 
resumption of growth" later in the year as 
the benefits of falling interest rates. lower 
inflation and tax cuts start to feed through 
to higher spending. His quarrel with the 
OECD's economists is easy to exaggerate: 
the difference between "good" growth 
next year (say 3%) and "bad" (say 2- 

196) is well within a forecasting margin 
f error. 

But the chancellor is in a tight corner. 

He would like to reduce inflation by 


gradually cutting the growth of Britain's 
nominal GDP; if prices, and particularly 
pay settlements, responded to that pres- 
sure, the real economy could continue to 
grow. They haven't. So the government is 
trying to keep the lid on prices—and thus 
on earnings—by using high interest rates 
to preserve a strong exchange rate. The 
cost of this pay policy is weaker invest- 
ment and exports, and booming imports. 
@ Inflation. During 1986, retail price in- 
flation is expected to reach a low of 
around 2%, but the forecasters doubt it 
will stay there. The decline in the rate of 
inflation is solely the result of the fall in 
petrol prices and the mortgage rate, 
which reduce the level of prices once-for- 


'all. They do not affect the underlying rate 


at which prices are rising. Unless pay 
settlements moderate, the rate of infla- 
tion could bounce back to 4-5% by the 
endof 1987. ` 

ө Growth, In the four years to 1985, real 
GDP grew by an average of almost 3% a 
year, but since the middle of last year the 
recovery seems to have run out of steam. 
In the past three quarters, GDP growth has 
slowed to an annual rate of barely 15%, 
largely because of a fall in the output of 
manufacturing industry. The May survey 
of manufacturers by the Confederation of 
British Industry suggests that activity has 
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Coping with the cycle 





remained weak in the second quarter: a 
balance of 16% of firms reported that 
their order books were below normal. 
During 1986 and 1987, consumer 
spending will replace investment and ex- 
ports as the main engine of growth. Firms 
will not automatically turn their higher 
profits into higher investment, as money 
is still expensive. Banks are tharging 
firms a real rate of interest of at least 
8%—the highest of any of the big seven 
economies. And the abolition of capital 
allowances in April may mean a pause in 
business investment over the next year, 
which will only partly be offset by the 
recent pick-up in housing investment. 
Consumers have lots of cash, and they 
are eager to spend it. Earnings have risen 
by 71% during the past 12 months, while 
the tax-and-price index—which measures 
the rise in wages needed to maintain real 
post-tax income—has risen by only 1.2%. 
However, consumers will spend much of 
their extra cash on foreign goods. The 
OECD reckons that real domestic demand 
in Britain will grow at an annual rate of 
31% over the next 18 months—exactly the 
same as the OECD average. But a third of 
this will drain away into net imports. So 
domestic output will rise by only 2195— 
well below the 31% in the rest of the 
OECD. 
€ Unemployment. Prospects for the job- 
less look brighter. The labour force is 
expected to grow by only 1-1% a year in 
1986 and 1987. less than half the increase 
in the past two years, and the planned 
growth in the number of places on gov- 
ernment job-creation schemes will mop 
up some of the unemployed. The Nation- 
al Institute reckons that adult unemploy- 
ment will fall by more than 200.000 by the 
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end of 1987. However, this would still 
leave the unemployment rate above 12%: 
only a whisker lower than today. 

€ Trade. The combination of lower oil 
prices, buoyant domestic demand and 
sterling's strength in late 1985 are taking 
their toll. In the three months to April, 
the volume of non-oil exports was 396 
lower than in the same period of 1985, 
while non-oil imports were up by 24%. 
The recent fall in the pound against other 
European currencies and the yen should 
help to boost exports later this year, but 
not by enough to offset the drop in oil 
revenues. 

A firm of stockbrokers, Phillips & 
Drew, reckons that if non-oil exports are 
to expand to fill the gap left by lower oil 
revenues, then sterling's competitiveness 
needs to improve by 2% for every $21-3 
drop in the price of a barrel of oil. If 
Britain's labour costs continue to outpace 
those abroad, this implies an even bigger 
fall in the pound. However, despite a $15- 
a-barrel drop in the price of oil the 
pound's trade-weighted value is now only 
3% below its average 1985 level. Britain's 
current-account surplus of £3 billion in 
1985 could be transformed into a deficit 
by 1987. 

These forecasts suggest that Britain, by 
the time of the general election, will be 
suffering from many of the economic 
woes familiar from the 1960s and the 
1970s. Mrs Thatcher will be able to say 
that she has cut inflation dramatically. 
But with the labour market working as 
badly as ever, that cut is a remission, not a 
cure, of the British d'sease. Other coun- 
tries have achieved as much, at lower cost 
in lost jobs and output. 


Tory Central Office 
Bad housekeeping 


“It’s the easiest thing in the world", Mrs 
Thatcher told a conference of Tory wom- 
en, “to say ‘Go on, spend more, borrow 
more'. But the question any good house- 
keeper has to ask is ‘If the unexpected 
happens, have I left myself enough in 
reserve to cope?'". As a prime minister 
intent on teaching the British nation the 
virtues of good housekeeping, Mrs 
Thatcher sets a poor example in her own 
party. The Tories currently have a bank 
overdraft of some £1.5m. It would be 
£2.5m if it were not that some constituen- 
cies have been persuaded to “lend” £1m 
of their own money to reduce it. 

Mrs Thatcher and her party big-wigs, 
particularly the chairman, Mr Norman 
Tebbit, and the treasurer, Lord McAl- 
pine, have to decide whether this is a 
good moment to launch a rescue appeal. 
The problem is too big to be dealt with by 
better management of party assets. 

The last big appeal was in 1968-69, 
when Lord Carrington asked for and got 
£2m. At the time, many said this should 
be used to set up a capital-growth fund. 
Instead, it went to plug a cash gap and to 
win Mr Heath the 1970 election. 

It was only in 1984-85 that the party 
once again published accounts. In that 
year its income was £4.3m and expendi- 
ture £5.6m—a shortfall of £1.3m. In the 
year to March 1986 the results are expect- 
ed to have been "somewhat better" but 
still nowhere near breakeven. 

The main source of money is still direct 





Is queueing healthy? 


Surgical waiting lists in the National 
Health Service (NHS) have never really 
been tackled. Since its creation in 1948, 
the number of patients waiting for ad- 
mission to hospital has only once (for a 
few years) dipped below 450,000. At the 
last count, it was 661,000 in England, 
including 28,000 urgent cases waiting for 
more than a month. The health and 
social services secretary, Mr Norman 
Fowler, has a golden opportunity to do 
something about it. 

Health economists and officials argue 
that the length of a waiting list is not a 
good guide to anything much—the list 
could lengthen, yet more people be 
treated, and treated better. They are not 
even a perfect guide to the number of 
people waiting for operations. A waiting 
ist may include: people who are dead, 


people who have already had their oper- 
ations elsewhere, people who no longer 
need them. Doctors compile their wait- 
ing lists in different ways. Some will not 


put any patients on their list when they 
think it is too long already; others will. 
Some put patients on a list long before 
the operation is needed; others wait. 
And many doctors claim to know sur- 
geons who boost their waiting lists to get 
more private patients, or to strengthen 
their claims for more NHS resources. 

Many of the recently installed NHS unit 
managers say privately that they could 
cut their lists if the matter was given a 
high enough priority. The Department 
of Health is now making discreet noises 
about doing just that. It will not neces- 
sarily mean more money, nor should it: 
there seems to be no correlation between 
how hard up a health district is and the 
length of its waiting list. 

If Mr Fowler wants to snatch triumph 
from the resignation of Mr Victor Paige, 
the first chairman of the NHS manage- 
ment board, this is his chance. He should 
brief Mr Paige's successor to do some- 
thing about the NHS's queueitis. Why not 
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donations by companies and wealthy indi- 
viduals to Central Office. A group of 
sophisticated collectors under the guid- 
ance of 73-year-old General Sir Brian 
Wyldbore-Smith, who has for 16 years 
been director of the Conservative Board 
of Finance, appeals to the baser and 
nobler instincts of company tycoons. 
Honours are not sold but they do some- 
times follow outstanding munificence to 
the Tory party. It is easiest to make such 
appeals when the Tories are in opposi- | 
tion, or at least when a Tory government 
is popular. To some extent the general's 
collectors are being helped by the preda- 
tory noises being made by the Labour 
shadow chancellor of the exchequer, Mr 
Roy Hattersley, with his threats of higher 
taxation, renationalisation and direction 
of institutional investment. 

Part of the problem is that constituen- 
cies do not pay their share to Central 
Office funds. Each constituency is given a 
quota which varies with how “Tory” it is. 
In 1984-85 the total quota was set at 
£1.8m but only about half of that— 
£892,000—was actually collected. Some 
constituencies paid two or three times 
their quota and some paid nothing— 
among them that of Mrs Thatcher's pre- 
decessor, Mr Edward Heath. Constituen- 
cies can get credits towards their quota 
when Central Office collectors tap a local 
businessman or when constituencies lend 
money to the Board of Finance. 

One Central Office initiative is to try to 
persuade constituencies to make better 
use of their extensive property, which is 
to be surveyed by a property review 
committee, just set up by the Board of 
Finance. All constituency chairmen have 


give managers a choice: cut your lists or 
your contracts will not be renewed? The 
new breed of managers—their agendas 
set by the management board—was 
brought in to run the NHS more efficient- 
ly. But nobody will believe they are 
doing so until patients get into hospital 
more quickly. 





When colour bars work 


It is still easier to find work in Britain if you are white 


. Britain is in no real sense a multicultural 
society. Most—94%—of the population 
is white, and prejudiced against those 
who are not. The annual British Social 
Attitudes Survey found that 90% of the 
population reckoned there was prejudice 
against Asians and West Indians. Out of 
every ten, four thought prejudice would 
increase, and three thought it would not 


Prejudice hurts most in the labour 
market. Lord Scarman argued that the 
underlying cause of the 1981 inner-city 
riots was unemployment. Too many 
black and brown Britons are still caught 
in a social trap. Their unemployment 
rate is twice that of whites. They are also 
likely to stay out of work for longer. 

The young suffer most. Last year, two 
out of five West Indian men under 25 
were without a job, and a quarter of 
young Asians. For young white men, the 
proportion was one in five. In many 
places, things are worse. A Birmingham 
city council inquiry found that two-thirds 
of young black people in Handsworth, 
scene of last year's rioting, were 
unemployed. 

A recent study from the University of 
Sheffield of: more than 1.000 under- 
qualified youngsters, showed that the 
blacks had started fewer jobs since they 
left school, although they were more 
likely to take part in government training 
Schemes. Frustration hits them more 

uickly than whites. The study found 
that, one year after leaving school, 
blacks were looking less hard for jobs 
than whites; a year later, both groups 


were equally despairing. 
For in work, wages show a racial 
. A report from the Policy Studies 
Institute (Ps!) in 1984 found that white 
men had median earnings of £129 a 
week, compared to £111 for Asian men 
and £109 for West Indian men. The 
domestic impact of low earnings is worst 
for Asian families, which typically have 
2.8 people dependent on each earner. 
compared to 1.8 in a white family. 

Part of the reason non-whites do 
worse in the job market is the general 
shift in the pattern of work. Many Asians 
and West Indians came to Britain to fill 
the unskilled or semi-skilled jobs now 
most hit by unemployment. But discrimi- 
nation compounds the problem. One 
study of the Bradford textile trade found 
that, when new technology cut out low- 
er-skilled jobs, it was whites who were 
preferred for the new work. They were 
thought to have the brains. non-whites 
the brawn. Tests of English-language 

ficiency were used to weed out Asian 
immigrant workers: white immigrants 
from Eastern Europe were not tested. 

Since the 1968 Race Relations Act. 


direct discrimination—refusing someone 
à job on straight racial grounds—has 
been illegal. The 1976 Race Relations 
Act outlawed indirect discrimination— 
ie, setting out requirements, such as the 
Bradford language test, whose effect will 
be racially discriminatory. But the law 
has achieved little. How might this be 
changed?: 

€ Better education. Too often, black 
and brown children, living in poor dis- 
tricts, go to the biggest, worst-run 
Schools, Even when black and brown 
youngsters stay on at school, the extra 
qualifications do not always help them 
get jobs. Indeed, there is some evidence 
that the qualified do worse. Those anx- 
ious about law and order might note that 
the Kerner commission, reporting after 
the riots of the 1960s in American cities. 
said that the black rioter was likely to 
have more education than the non-riot- 
ing black. 

What matters for jobs is often not 
qualifications but informal contact or 
work experience. The main route into 
apprenticeships is often the "lads of 
dads" one: and the dads tend to be- 
white. Even with formally advertised 
posts, a PSI survey last year found mas- 
sive discrimination, and little evidence of 
improvement over the past decade. 
€ The governments Youth Training 
Scheme. The Commission for Racial 
Equality (CRE) has found that young 
blacks often end up on YTS courses which 
have no link with an employer (and are 
thus less likely to lead to permanent 
work). In London and the south east, 
45% of West Indians on yrs get places 
with employers; but 70% of whites. 
€ "Contract compliance". This has been 
widely used in America; was practised by 
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the now-abolished Greater London 
Council; and is now used by the Inner 
London Education Authority. Contract- 
ing companies have to supply informa- 
tion about their ethnic recruitment and 
promotion policies. It seems to work: in 
America. a Department of Labour study 
found that, in 1974-80, firms subject to 
contract compliance increased their 
black workforce by 20% compared with 
only 12% in other firms. 

@ Ethnic monitoring. Pioneered by the 
GLC. Between 1981 and 1985, largely 
because of monitoring. the non-white 
proportion of the GLC workforce rose 
from 7 to 11% (compared with 15% of 
London's population). Central govern- 
ment is about to introduce ethnic moni- 
toring, too. It is hard to finger-wag at 
others if your own house is disordered. 
€ Beefing up the Race Relations Act. 
Since a House of Lords judgment in 
1984, the CRE has lost the power to 
conduct "strategic" inquiries, except 
where a company or organisation volun- 
teers to be scrutinised. Such inquiries 
allowed the CRE to investigate employ- 
ment practices without prior evidence 
that discrimination existed. They were a 
particularly valuable way to ferret out 
indirect discrimination. The findings 
could then be used to encourage good 
practice elsewhere. New legislation is 
needed to restore the original intention 
of parliament. 

€ Self-help. More ethnic-owned busi- 
nesses are starting up, especially among 
Asians. This is a way out of the “lads of 
dads" trap. Last year's psi study found 
that in 1984 a quarter of men of East- 
African-Asian origin. 21% of Indian 
men. 17% of Pakistani or Bangladeshi 
men and 15% of East-African-Asian 
women are self-employed: compared 
with 13% of white men and 73% of Afro- 
Caribbeans. 

Black and White Britain by Colin Brown; 
конип by Colin Brown and Pat 
Gay: PSI. 
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Not Hurd's Scene 


Britain's modern tinkers came to the 
New Forest in a 100-strong motorised 
convoy, still apparently intent on cele- 
brating the June solstice at Stonehenge. 
Ranged'against them were the landown- 
ers of southern England, armed with 
muck-spreaders and court injunctions, 
and a clutch of police forces with riot 
gear, dogs and battering vehicles. The 
home secretary, Mr Douglas Hurd, has 
been reduced to calling the travellers 
"medieval brigands". The government 
has been forced to promise yet another 
review of the law of trespass, while 
admitting to paying the brigands £10.000 
a month in social-security benefits. 

The travellers are mostly young drop- 
outs—some of them "weekenders"—for 
whom wandering the lanes of England is 
a more pleasant way of spending unem- 
ployment benefit than sitting in a council 
flat. Some complain that, by never giving 
them a place to park. local authorities 
and police prevent them from getting 
local work and keep them dependent on 
social security. Despite this spirited 
Thatcherite defence, the summer travel- 
lers attract an unsavoury subculture of 
drugs and even violence. Last year. a 
similar convoy was led against police 
lines near Stonehenge by a group armed 
and covered in warpaint. in specially 
strengthened vehicles. 

Trespass is not a criminal offence. nor 
is the government likely to make it one: 
the British like to feel the land is for 
public enjoyment unless the civil courts 
decide otherwise. So a wronged land- 
owner must take out a private prosecu- 
tion against a trespasser. When the con- 
voy camped on the farm of Mr Les 
Attwell in Somerset, destroying his crops 
and giving him a heart attack, it cost him 
£5.000 in legal fees and a two-week wait. 
Judges, like travellers, enjoy their Whit- 
sun holiday on public-sector incomes in 
the quieter corners of southern England. 





been told “that they are in the business of 
politics and not property" and that they 
should therefore trim their space to their 
needs. 

The party's solvency is primarily the 
responsibility of the executive committee 
of the National Union of Conservative 
Associations which represents the volun- 
tary side of the party. The key post is that 
of chairman, a five-year appointment, at 
present held by Lord Sanderson of Bow- 
den. An election for his successor, by 
postal ballot of some 200 national union 
members, is due this month. The two 
leading contenders are Sir Basil Feldman 
who, along with Sir David Wolfson and 
Sir Alfred Sherman, has been one of Mrs 
Thatcher's closest party advisers; and Sir 
Peter Lane, the senior partner of top City 
accountants Binder Hamlyn. An outsider 
is South African-born Sir Ian McLeod 
who runs a computer bureau company. 
Although both Sir Basil and Sir Peter 
have been chairman of the national 
union, Sir Peter's more impressive busi- 
ness credentials could be the deciding 
factor in the election. 

Meanwhile, there are increasing wor- 
ries in Smith Square that Mr Tebbit's 
health, which his cabinet colleagues be- 
lieve was more badly affected by the 
Brighton bomb than was first thought, 
may not be up to the strain of the party 
chairmanship in the run-up to an election. 
Mr Tebbit's chief of staff, Mr Michael 
Dobbs, seconded to Central Office from 
the deputy chairmanship of an advertising 
agency. Saatchi and Saatchi, tries to pro- 
tect his boss from as much party pressure 
as possible. But much of the day-to-day 
administration of the office has been 
delegated to the deputy chairman, the 
energetic novelist Mr Jeffrey Archer. He 
is proving a far better administrator than 
had been expected. But the Tory cash 
crisis is beginning to affect morale and 
efficiency, while Labour's headquarters 
at Walworth Road is no longer the sham- 
bles it was. : 


Local-authority spending 
Over the top, again 


England's local authorities are budgeting 
to spend 94% more—over £2 billion ex- 
tra—on their services this year than 
Whitehall was estimating a few months 
ago. The spending is also 95% more (and 
around 2% more in volume) than they 
actually spent in 1985-86. And by now 
there is little that can be done about it by 
the new environment secretary, Mr Nich- 
olas Ridley, a proclaimed enemy of what 
he derides as “the public-spending 
brigade". 

The "overspend" (analysed in Public 
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Finance and Accountancy by Mr John 
Austin, of Cambridgeshire county coun- 
cil) is not as dreadful as it looks. These 
Whitehall estimates are always pious 
hopes rather than forecasts. But it is still 
double the £1 billion or so recorded for 
each of the two previous years. Nor is 
there any comfort in the way it is being 
financed. To help pay for services, in- 
stead of putting what Whitehall guessed 
at £125m of current revenue into funds 
for capital spending, local councils will be 
drawing £400m ош. Further money will 
come from hefty rate increases—an aver- 
age rise of 16% in both shire districts and 
metropolitan areas outside London. That 
is double what Mr Ridley's predecessor 
Mr Kenneth Baker, forecast. 

Why are the differences so large? Part- 
ly because, even after years of centralisa- 


The councils say no 
Volume change in England's major 


Source: Public Finance and Accountancy 


tion, Whitehall cannot just give orders qi 
Mr Baker's rates forecast, for instance, 
rested on the quaint assumption that local 
spending would rise, in cash terms, by 
only 3.5%. That implied a volume cut of 
at least 1%. Although they lost central 
grant by doing so, local councils—Tory 
shires barely less firmly than Labour 
inner-city—simply said no. 

Not all the 2% volume increase now 
planned is the work of the councils alone. 
It includes larger rises in two big items for 
which Whitehall must share the blame: 
3% more for police spending, and 4% in 
social services, where councils often pick 
up the bill for government policies. 

Nor is volume the only trouble. Local 
government's costs are mainly wage 
costs, rising much faster than prices gen- 
erally. So for most services councils are 
budgeting for inflation of 6-7%. Hence 
the big overall rise not just above White- 
hall's dreams but over last year’s actual 
spending. Extra pay for teachers is re- 
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sponsible for a large chunk of this. 
Within the general figures lies one 
special embarrassment for the govern- 
ment. Abolition of the Greater London 
Council and the six metropolitan county 
councils, which took ‘effect. оп March 
-.3ist, was supposed to save money. This 
ear, at least, it appears to have done the 
opposite. In cash terms, refuse disposal 
cost about 20% more in London and 
5% more in the former met counties. 
rigade and police costs are budget- 
rise by around 7-12%, though this 
піке tefuse disposal) includes some 
rises in volume. 
These figures are less solid than they 
оок. The now-abolished councils may 
-have done some fudging in their last 12 
months to make their costs look low. But 
that is not the whole story. The joint 
boards. that now. oversee many former 
"county". services are rate-capped: i 
F they cannot raise more money from vate. 
payers than Whitehall allows. But they 
can spend more than that limit implies. 
And other figures show that they are 
cheerfully planning to do so. 

What can Mr Ridley do about his 
unhappy inheritance? Mr Baker in his last 
weeks at the environment department 
found one easy way oüt: ask the Treasury 
for more, at least for next year. Mr Ridley 

may disagree. But replacement of the 
rates system with a poll tax is years away. 
Meantime, he could reshape yet again the 
mechanism—designed by Kafka to be 
escaped by Houdini—for’ allocating 
Whitehall cash to local councils. And he 
will surely be sizing up new victims for the 
rate-cap. 

Nor is current spending his only prob- 
lem. Houdinis abound in left-wing coun- 

cils like Liverpool or Islington, and everi 
rate-capping cannot tie them down. They 
| Md redefine current spending as capi- 
W'tal, borrow the cash and carry on. Even 






























exploiting the holes in Whitehall's control 


of their capital programmes. Though the. 


net has been repeatedly drawn tighter, in 
both the past two years, councils' capital 
Spending has been some £800m—about 
15%. of the gross total—above the Trea- 
-sury's view of what it ought to be. So one 
^: of Mr Baker's last acts was to put out a 
green paper proposing an even tighter 
“new system. The councils’ comments аге 
с now on Mr Ridley's desk. With one voice 
еу tell it to get lost: local government, 
| which is by. now barely allowed to invest 
(seven the. money from selling its own 
< council houses, has decided enough 
-- Whitehall meddling is enough. Mr Baker 
used to pay lip-service to local democracy 
- while kicking it gently in the teeth. If Mr 
. Ridley really tries to put the boot in, he 
ЇЇ face some very. angry councillors— 
d many of them will be Tories. — - 



















the more obedient councils are happily 


Northern Ireland Assembly 


 Mothballed 


The Northern Ireland Assembly has nev- 
er been a success. Set up by the govern- 
ment four years ago to search for some 
small parcel of political common ground, 
it became instead a byword for disharmo- 
ny and disagreement. The government 
now believes its useful life is over, for the 
moment at least. 

It was always an ill-starred institution. 
It was dreamt up by Mr James Prior, as a 
way to bring together Ulster's constitu- 
tional politicians in one assembly, and 
then to persuade them to accept some 
sort of power sharing. They might, the 
theory went, agree on hardly anything to 
start with; but even so, they could be 


By the 1990s, all British over-the-air 
television could be scrambled, with de- 
coding equipment in every home. That is 
the implication of work by three econo- 
mists", and it has impressed the Peacock 
committee of inquiry which commis- 
sioned it. The committee's recommenda- 
tions will be published next month. 

Start with a problem that may be 
worse than everybody thought: cheating. 
Every home with a television set is 
supposed to pay an annual licence fee 
(currently £58 fora colour set) which— 
after a few deductions—goes to the BBC. 
The Home Office thinks that 1.84m 
households evade‘their colour or black- 
and-white licence fee; that would mean a 
revenue. loss of £99m in 1985. But, 
argues the new study, the Home Office is 
forgetting about people who own a col- 
our set yet only pay for the cheaper 
monochrome licence. They think there 
are about 960,000 of these. which means 
a total of £137m lost—38% more than 
the official estimates. Recouping this 
money would sáve the BBC more than 
twice as much as another mooted solu- 
tion to its cash problem: selling off its 
two popular national radio networks, 
Radio One and Radio Two. 

Solution: scramble all four over-the- 
air channels, so that they can only be 
received by subscribers who have paid to 
descramble them, with subscription fees 
paid to the BBC. The structure of British 
television. finance would then stay the 
same—no commercials on the BBC, and 
hence no need for it to compete with 
commercial stations—but the money 
could be collected more efficiently. 

There are several ways of scrambling 
television pictures, and several ways of 
allowing individuals to descramble them. 
Subscribers could buy tokens to slot into 
their sets. Another ‘system—the com- 
monest 22078 e small number of pay- 






















Peacock scrambled 





given a taste of power. This would whe 
their appetite and tempt them to agree 
further, in which case more. power w 
be devolved. It was known as. roll 
devolution. It stubbornly refused to ro 
The mainly Roman Catholic. Si 
fought the assembly elections in 1982 bu 
refused to take their seats. They objecte 
to the absence of Dublin influence ап 
believed —rightly, as it turned out— 
if they could wreck the scheme; then th 
British government might try a more f 
reaching initiative. They were also fright 
ened by the rise of Sinn Fein, the IF 
political mouthpiece. They, too, stood 
the elections but did not enter the asse 
bly; and their respectable showing at 
polls helped demonstrate nationalist hos 
tility to the assembly. 
On the Unionist side, feelings were 
mixed. Some in the. Official Unionist 








































TV systems in America—allows indivi 
ual sets to be "addressed" by- 
broadcast signal (non-payers find 
their set is not receiving the right signal). 
But the most cost-effective system would | 
probably be the code-number one used 
by France's Canal Plus, 
Canal Plus started in November 19 
and now has just over a million subscrib- 












































ers, Each has a keypad on which to tap in | 
a personal number. The number changes |. 
each month and the subscriber pays 
FFr145 (£13) to get a new number, plus a 
returnable deposit of FFr450 (£42). for .. 
decoding equipment. The system is open . 
to piracy (though less so than тапу of 
America's rather primitive versions), but 
it is still cheaper for the broadcasting 
organisation than some more secure 
ones. 

Switching to such a system overnight - 
in Britain would be too expensive. But it 
could get cheaper, once the right equip- 
ment is available. Since 1981, all televi- 
sion sets sold in France. һауе had à 
special port which makes decoding easier 
and cheaper than it would be if a decoder. 
were hitched up to an ordinary set. The 
economists think the change to subse 
tion television in Britain shoul be de- 
layed for six years. F 
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опей the assembly tended to differentiate 
Northern Ireland from the rest of the 
United Kingdom. But Mr lan Paisley's 
Democratic Unionists made good propa- 
ganda with it, using it as a platform for 
sectarian ranting, laced with dire threats. 
The non-sectarian Alliance party attend- 
ed, but was worn down by the extremism 
of the wilder Unionists. 

With the signing of the Anglo-Irish 
agreement last November, all normal 
assembly business—the scrutinising of fu- 
ture Westminster legislation and so on— 
was suspended. Instead, the Unionists 
established a "Grand Committee" with 
the single aim of opposing the agreement. 
Alliance withdrew and the assembly was 
doomed. j 

The Northern Ireland secretary, Mr 
Tom King, now has to stop the next 
round of assembly elections taking place 
in October. These would inevitably result 
in wins for Mr Paisley and Mr Molyn- 
eaux, and fresh mandates for their impla- 
cable opposition to the agreement. No 
Unionist supporters of the agreement 
have emerged to challenge them. Alli- 
ance might be squeezed almost out of 
existence. The SDLP, meanwhile, is in 
poor shape, particularly in and around 
Belfast, and new polls could provide an 
unwelcome boost for Sinn Fein. Mr King 
may, however, decide to suspend the 
assembly rather than abolish it. That 
would leave him the option of calling 
elections at a later date—should the polit- 
ical climate improve. 


Sex education 
Lordly prudes 


It is not often that the House of Lords 
gets its hands on an important. govern- 
ment bill before it has passed through the 
elected House of Commons. The educa- 
tion bill, which will enter the Commons 
on June 9th, is one such rarity, and is 
somewhat battered as a result. 

The point of the bill was to improve 
school government and teaching quali- 
ty—reforms deeply cherished by the pre- 
vious education secretary. Sir Keith Jo- 
seph. But it has provided an excuse to 
debate topics of perennial interest to the 
upper house: should schoolchildren be 
thrashed soundly when they misbehave; 
should they be told about sex; should 
uncouth mobs of students hound right- 
wing speakers off university platforms? 

The government, spurred by a zeal for 
moral rectitude evinced by some peers 
and Conservative MPs, has adopted a 
number of the Lords’ ideas as its own. 
The latest is a government amendment 
which says that sex education should 
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Litter needs a pick-me-up 


Mrs Thatcher has a queenly bee in her 
bonnet about the scruffy state of the 
nation. Her fulminations on the contrast 
between "sparkling" Jerusalem and the 
grubby verges of the motorway from 
Heathrow airport drew attention to a 
not-quite-baked government plan to 
clean up the whole environment. The 
plan came from Mr Kenneth Baker be- 
fore he left the Department of the Envi- 
ronment for Education. Mr Richard 
Branson. chairman of the records-to- 
travel Virgin Group, was asked to chair 
whatever scheme emerges. 

The New Environmental Work 
Scheme (civil servants expect Mr Bran- 
son to choose a jollier title) is supposed 
to strengthen those voluntary organisa- 
tions which try to make Britain nicer. 
These include the Groundwork Trust, 
which gets support from private busi- 
nesses for its projects to make cities 
greener; the Keep Britain Tidy Group, 
which teaches the public to throw less 
litter; and the Countryside Trust. Open- 


ing up footpaths, clearing derelict urban 


encourage youngsters to "have due re- 
gard to moral considerations and the 
value of the family". Most teachers would 
say it does anyway; besides, new guide- 
lines on health (including sex) education 
are shortly to be issued by the inspector- 
ate of schools. But before the government 
produced its own amendment, there had 
been considerable support for an inde- 
pendent peer. Lord Buckmaster, a for- 
mer diplomat, who wanted parents to be 
informed in advance each time their chil- 
dren were to be told anything about sex. 
This would have been hard: sex education 
is scattered throughout the curriculum 


sites and the like could create 5,000 jobs. 

But despite reports of anything from 
£3m to £25m of government money for 
the scheme. it seems that only £500,000 
originally offered by the Department of 
Environment will be new money—if the 
offer holds: the finished plan will not be 
revealed for at least a month. And the 
5.000 jobs are already counted among 
255.000 which the government's expand- 
ed Community Programme is supposed 
to create by next November. 

Jobs created through the Community 
Programme are scrutinised by the Man- 
power Services Commission to make 
sure they do not displace existing work- 
ers. But the General, Municipal. Boiler- 
makers and Allied Trades Union 
(GMBATU), whose members include litter 
collectors, is still cross that Mrs Thatcher 
has invited an amateur to help clear up 
the country. If Britain is getting tattier, 
then the GMBATU thinks the reason is the 
lay-off of 25,000-30,000 of its litter-re- 
moving experts since 1979 because of 
local-authority spending cuts. 
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from biology to "Romeo and Juliet". 

The bid to protect freedom of speech at 
universities was also initiated by a cam- 
paigning right-wing peer—Lady Cox— 
and later adopted by the government, 
only to be withdrawn after opposition 
from the universities. A clause that would 
have banned corporal punishment in 
schools was excluded from the bill at the 
last minute; but if the government is to 
comply with a ruling from the European 
Court of Human Rights. some clauses will 
have to be introduced on taking parents’ 
wishes into account in disciplinary 
matters. 
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'SS THIS WEEK 


-| Norway signed a deal worth $60 

1 billion over 27 years to export gas · 

to West Germany, France, Holland 
nd Belgium. The deal will help 


ms one of four banks me, in 
nancial scandal. 


urn (it ndi fora 
of a further $8 billion. 


«By cluding torsigners from tenders 
for its new $5 billion Kansai 
international airport, Japan is 


|. breaking its promise to open its 
4. markets, said Clayton Yeutter, the 


| "American trade representative. 


-Boeing launched a stretched version 
the 737 airliner with an order from 
'iedmont worth up to $1.9 billion. 


z The SEC won another insider trading 
«case: two Italian bankers were 
ordered to pay back profits made at 
t. the time of Seagram's attempted 

| takeover of St Joe Mineials. 


!Eüforockat Ariane suffered its fourth 
.[ disaster in 18 flights. Western 
ae launches will now be without satellite 
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The London Commodity Exchange 
will introduce traded options next 
spring: on sugar, cocoa and coffee. 


Tin 


£000 per torihe 


1985 
Sources: LME: Metal Bulletin 


Thailand said 221 of its 587 tin 
mines had closed by the end of 
April; Malaysia had shut more than 
half of its 485 mines. In Britain, the 
government turned down Geevor tin 
mines' appeal for special help. 


Biogen and Genentech both won 
American government approval to 
sell forms of interferon. 


Mercury International made its first 
foray into the international capital 
markets on its own account, issuing 
$200m of floating-rate notes. 


Britain's government is to undertake 
a review-of competition policy 
covering everything from restrictive 
practices to company mergers. 
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Britain's Allied-Lyons asked an 


" Ontario court to make Olympia & 


York sell it the drinks division of 
Hiram Walker—a sale agreed before 
Olympia & York took over Hiram 


. Walker in April. 


Chrysler will sell its 12196 stake in 


Peugeot for about FFr2 billion : 
($275т): It will invest the proceeds in 
America. 


China launched its first credit card, 
the Great Wall. Card—for foreigners 
and expatriate Chinese only. 


More than 150,000 employees of 
AT&T went on strike over pay 
discussions. 


Cadbury Schweppes bought R. J. 
Reynolds's drinks business—Canada 
Dry and Sunquist—for $230m. ^" - 


Twenty small accountancy firms — 
around the world, led by Britain's 
Saffery Champness, linked up to 
offer an alternative to the “Big 
Eight". 


Fast-growing food wholesalers Dee 
Corporation is to buy retail 
subsidiaries of Associated British 
Foods for £686m. The deal will make 
Dee Britain's third largest grocer. 


Economic and financial indicators 
are on pages 197106 


+103 The British healthy-soap-to-lipstick chain of stores continues to 


Profits of the giant French state-owned bank's Paris-based 


holding company rose 50% ; earnings of regional units fell: 


860 +3 


The American entertainment and financial-services group has 


sold off parts of its diverse empire. 
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1,440 nil 


The hungry British conglomerate gobbled up scm, the New: York 
typewriter maker, and imperial Group, the British food and 
tobacco company, for about $5 billion over the past year: 


HER French car company made a profit for the first time since 








The! British paint-to-paper group (dark horse in Fleet Street's new 
en for newspapers?) has plans for a string of free 
alites. 


The Canadian bank did well to raise its profits by a quarter 
despite heavy energy loans. 


SS national airline was floated on the local. Stock 
exchange in December. 











rates. “Based on local currency figures. t = Pre-tax profit: + = Profit in previous Е 
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RESULTS FOR THE YEAR ENDED 5TH APRIL 198€ 


PROFIT FOR THE YEAR $10.120m 7 £5154m 
TorAL Cost oF DIVIDENDS £4.726m £4008m 


_ DISCLOSED SHAREHOLDERS FUNDS . £65.492m £60.098m 
TOTAL ASSETS €3,765.175m £3,666.915m 


GROUP PROFIT FOR THE YEAR | 
Group Profit after providing for taxation, minority interests and a transfer to Inner Reserves amounted ` 
to £10,120,000 (1985 £5,154,000). Inner Reserves stand at a higher figure than previously. B 


DIVIDEND : 


itis proposed that a final dividend of 12.5p (1985 10.2p) be paid on each ordinary share of 25p. When ` 


added to the Interim Dividend already paid of 3p (1985 3p), this makes a total of 15.5p(1985 13.2p) - an 
increase of 17.4%. The proposed dividend on the ordinary shares of 25p each will be payable to 
Shareholders:on the register as at the close of business on 12th June 1986. 


DISCLOSED SHAREHOLDERS FUNDS 


The Group's Disclosed Shareholders’ Funds at 5th April 1986 amounted to £65.492 million compared · | ES 


with £60.098 million last year. 


TOTAL ASSETS or i Гө 
The Total Assets of the Group at 5th April 1986 (excluding £619 million assets subject to repurchase — 
arrangements) amounted to £3,745 million compared with £3,667 million in 1985. 5 : 


RIGHTS ISSUE 


The Board has decided that it is appropriate to increase the permanent capital of the Group by T 


effecting a rights issue to ordinary shareholders of 7,622,750 new ordinary shares at a priceof 300p per . 
share to raise $22.1 million after expenses. The new ordinary shares are being offered to holders of 
ordinary shares on the régister at the close of business on 23rd May 1986 in the proportion of 1 new 
ordinary share for every 4 ordinary shares then held. The issue has been underwritten by Baring 
Brothers & Co. Limited. Я | 


GROUP REORGANISATION = — o gi 
With the continuing expansion and diversification of the Group's business, the Company has decided 
that ап enlarged corporate structure would be appropriate to reflect the current and prospective 
organisation of the Group. Accordingly shareholders approval will be sought in due course to create 
а new holding company for the Group. Й Е qu. cup e 


THE-CURRENT YEAR ; Tr 

The early part of the new financial year was also extremely profitable with base rates falli I 

102%. Thereatter, with a general feeling developing on both sides of the Atlantic that fixed interest 
markets had run ahead of themselves, the Book was slightly reduced both in size andlength. However. - 
Бу 22nd May when base rates came down to 10% the Book, although. shorter, had once again been . 
increased. The Company remains confident that short term interest rates will continue to decline inthe 
months ahead enabling it to build on what has been a most promising start to the new SM Tm 
^. The Report and Accounts for the year ended 5th April 1986, together with the circular letter relating to — 


the rights issue and provisional allotment letters, will be posted to shareholders on 2nd June 1986. — : i 
ao . Gerrard & National pic Bo $i 
. 82 Lombard Street, London EC3V 9BE. Tel: 01-623 9981. 
Members of the London Discount Market Association 





Injury time for Mexico’s 


economy 


‘An embarrassing chorus of boos and jeers 
greeted President Miguel de la. Madrid 
when he inaugurated the 1986 World Cup 
in Mexico's Azteca stadium before an 
international television audience of some 
300m. The president's tormentors,. pre- 
‚ dominantly though not exclusively mid- 
die-class, were venting anger at a govern- 
ment that has, in their eyes, led the nation 
to economic ruin, and which only rarely 
resents its leaders at public gatherings it 
5 not completely control. 

A week earlier, the president was sur- 
prised: by an equally open display of 
disdain from normally respectful busi- 
nessmen: In Acapulco, at the annual 
national chamber: of commerce conven- 

‘tion, à speech by the commerce minister 
“provoked hissing and catcalls as the presi- 
dent sat grimly at his side. The merchants 

“were displeased by the government's re- 

‚ fusal to close or sell its chain of discount 
retail food stores. 

n Monterrey, 10,000 newly unem- 
ployed steelworkers marched in. bitter 

| protest.against the shutdown of Fundi- 
dora. Monterrey, the oldest and least 
efficient of the government's three giant 

- Subsidy-consuming foundries. The- steel- 
workers—in an evocative symbol of the 
x overnment" s failure to placate either 

ht. left, capital or labour—burnt their 
п credentials identifying them as 
-carrying members of the ruling Insti- 


MEXICO CITY 


tutional Revolutionary party. 

Impatience with. Mr de la Madrid's 
cautious leadership has mounted for 
months. His reluctance to take decisive 
action after this year's collapse in oil 
prices confirmed his reputation for inde- 
cision-at.a time that demands a strong 
show of leadership. In the absence of 
clear guidance, the cabinet has appeared 
openly divided on such critical economic 
issues as credit restraint, trade liberalisa- 
tion, oil marketing, subsidies and foreign- 
debt negotiations. 

Yet the president's supporters argue 
that without the oil-price crash, Mr de la 


Cheerless 


, Mexico's: exports by 
З product, 1985 
Totali: $22 bn 


Он/ой products. 68% 


(163) 


Madrid's policies would бе seen to be 
working—albeit marginally. For instance 
pundits expect the dollar value of non-oil 
exports—central to the government's re 
covery strategy-—to increase by a substa 
tial 1796 this year. And tight domestic 
credit controls have brought home some 
"flight" capital, About. $1 billion was 
repatriated from offshore accounts in the 
first quarter of this year. 

The government has also taken some 
unpopular steps to control spending and | 
inflation. Expensive maize subsidies were 
slashed last month, doubling in one дау 
the street-corner cost of a tortilla. Subsi- 
dies on wheat for bread rolls were elimi- 
nated entirely. 

Government-aligned unions have ac. 
cepted а mid-year minimum wage: in- 
crease of 25%. Added to the rise granted 
in January, the minimum wage (and th 
median industrial wage along with it) will 
increase by about 60% in a year expected 


/— —— Public - sector deficitas % of BOP —— "Z7 


1982 83 84 2086. 





WORLD BUSINESS 

to produce 80-90% inflation. Real wages 
have fallen constantly since the 1982 debt 
crisis. The United Nations Economic 
Commission for Latin America says that 
by the end of last year urban minimum 
wages had shrunk in real terms to 72% of 
their 1980 level. 

Mr de la Madrid’s policy on foreign- 
debt management is ambivalent. In Feb- 
ruary, the president issued a bold-sound- 
ing warning that Mexico's debt-servicing 
payments “must be adjusted in accor- 
dance with the country's ability to pay". 
Yet he also stressed the importance of 
avoiding "confrontation" with bankers. 

In the months since then, Mexico has 
followed а more-or-less unchanged 
course. It is seeking a package of about 
$6.5 billion, of which at least $2.5 billion 
would be provided by private banks at 
commercial interest rates. Before they 
even begin discussing Mexico’s request, 
bankers want the country to sign a new 
stand-by loan agreement with the IMF 
committing it to a lower budget deficit 
and inflation rate. “We see no point in 


Shipbuilding 
Full astern 


The world’s shipbuilding industry is in a 
bigger mess than it is yet prepared to 
admit. With 40% excess capacity, ship- 
yards are having to close docks and lay off 
workers. European yards, whose work- 
forces have nearly halved since 1975 in 
the face of competition from East Asian 
builders, are still suffering the most. 
Within days of each other, Britain’s 
newly privatised Swan Hunter shipyard 
and two shipyards in Finland have an- 
nounced that more jobs are to go. The 
Finnish yards are Valmet, which is gov- 
ernment owned, and Wartsila, a publicly- 
quoted company. Both are among Eu- 
rope’s most efficient. They are to merge, 
and cut 4,000 jobs from their combined 
workforce of 10,000. The yards depend 


Too much by half 
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talking until the Mexicans can show us ап 
economic programme", said a New York 
banker this week, speaking for Mexico's 
main private creditors. 

In discussions with the IMF, Mexican 
negotiators have presented projections 
that put this year's budget deficit at 
12.5% of GDP, up from 10% in 1985. The 
IMF is pressing Mexico to stick to its 
original plan to halve the deficit to 5% of 
GDP—a reduction the government now 
considers unachievable in view of its 
projected $7 billion drop in oil revenues. 

Given this apparent impasse, Mexico 
may not get enough new money to enable 
it to service its debts in the third quarter 
of this year. Come September, the gov- 
ernment may have to choose between 
spending virtually all its foreign reserves 
on debt payments or declaring at least a 
partial moratorium. Some Finance-Minis- 
try officials say it is increasingly likely that 
Mexico will embrace a plan like Peru's to 
limit its debt payments to (perhaps) 25% 
of its export earnings—in other words, 
about half what it is paying now. 


LONDON AND TOKYO 


on the Soviet Union for much of their 
work. Because Russian spending has 
been crimped by the fall in the oil price, 
neither yard has received the orders it was 
hoping for. A merger will give them 
annual sales of $600m and help them 
pitch for additional business elsewhere. 
Swan Hunter's immediate problem is 
that a contract it hoped to win from 
Britain's Ministry of Defence went in- 
stead to Harland & Wolff, its state-owned 
rival in Northern Ireland. As a result, 
Swan Hunter is laying off another 825 
workers. It says more may have to go if 
the British government does not confirm 
an order for a frigate promised, according 
to Swan Hunter, since last summer. 
British Shipbuilders, another Swan 


Ships completed in 1985 (bycountry) 
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Yards of unemployment 


Hunter rival, is no better off. In May, 
declining orders forced it to shed 3,000 of 
its remaining 9,000 jobs. Three yards, in 
Scotland and the North-East of England, 
are to close for good. The decision came 
only weeks after the Swedish government 
announced that the last of its big state- 
owned shipyards, Kockums at Malmó, 
was to shut down at the end of the year. 
Sweden's shipyards were once among the 
biggest in the world. 

Japanese and South Korean shipbuild- 
ers now hold the top slots; between them, 
they built 57% of the 1,900-or-so new 
merchant ships completed last year (see 
chart). They also shared just over half of 
all new orders placed with yards world- 
wide in 1985. South Korea alone account- 
ed for 11.5% of the 14.2m tonnes built 
last year, compared with virtually nothing 
before 1970. 

Yet Japanese and South Korean ship- 
builders are not immune from the indus- 
try’s problems. In May, Kurushima 
Dockyard, Japan's biggest shipbuilding 
group, asked its bankers for Y40 billion 
($235m) in “non-emergency loans". I 
has yet to get the money. At the end 4 
May, four of Japan’s biggest shipbuilding 
companies—Kawasaki Heavy Industries, 
Hitachi Zosen, Mitsui Shipbuilding and 
Engineering, and Sumitomo Heavy In- 
dustries—announced 1985 losses from 
shipbuilding. Hitachi had a net loss of 
Y20 billion and is shedding 5,000 jobs. 
Mitsui swung from profit to a net loss for 
1985 of Y2.8 billion, mainly because it 
won orders for only six vessels during the 
year—the fewest for 15 years. 

South Korea's shipyards have benefit- 
ed only marginally from the dearer yen 
which, in theory, should make South 
Korean ships even more competitive. The 


country’s two biggest yards—Daewoo 
Shipbuilding's Okpo and Hyundai’s Ul- 
san—have more orders on their books 
than most of their rivals put together. But ` 
they, too, are beginning to feel the strain. 
The orders outstanding of all South Kore- 
an shipbuilders dropped during last year 
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How much Africa needs 


Africa must get more 


ic growth. The $128 
now, please; then chequebooks 


Africa’s desperate dependence on exter- 
nal finance rarely attracts attention ex- 
cept when millions die. It is overshad- 
owed by Latin America, the developing 
world’s biggest debtor, and by East Asia, 
the most successful. The $29-billion plan 
of Mr James Baker. America's treasury 
secretary, to relieve the developing 
world's debt burden while encouraging 
economic growth applies. for now, to 
only two sub-Saharan African countries. 
African countries will get most of the 
IMF's new trust fund, but even 100% of 
the fund's $3 billion over six years is 
probably too little to meet repayments of 
earlier borrowing from the IMF. More 
World Bank money for Africa is caught 
up in a fund-raising wrangle among 
governments. 

African countries have told the UN that 
their continent needs $26 billion a year 
for five years—$9 billion of it from 
external sources—to fix its agriculture, 
build the infrastructure to support it, 
fight the encroaching desert and train 


people. In April. the World Bank said 
that à smaller group—the 29 poorest 
countries of sub-Saharan Africa—need 
$13 billion a year from abroad to restore 
their 1980-82 levels of imports per per- 
son and to achieve an annual 3-4% real 


Sub-Saharan 
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money from abroad if devaluation, higher food prices 
and other sensible, but unpopular, economic 

implemented in many African countries are to dre to sustai 
llion African development 
the United Nations this week was at least well intent 


policies оц baay 
nable econom- 
ramme endorsed by 


ntentioned. Commitments 


growth in GDP from 1990. Given the 
population increase, that is barely 
enough to raise average incomes. Mid- 
dle-income Africa, said the Bank. needs 
$7 billion-10 billion a year. The needs of 
most of Africa could be met for little 
more than three times the $6.5 billion 
that Mexico has asked for this year. 

Net external flows to sub-Saharan Af- 
rica (that is. after payments of capital. 
interest and dividends) have shrunk by 
two-fifths in dollar terms over the past 
five years. In 1980. the 44 countries’ net 
new borrowing was $8.2 billion. They 
got grants netting another $3.2 billion. 
but saw a small outflow of private invest- 
ment. The total net transfer of resources 
was $11.8 billion. against a current-ac- 
count deficit of $6.9 billion. In 1985. the 
net transfer was only $6.9 billion. about 
the same as the current-account deficit. 

These external financing flows show 
three significant changes: 
€ An increasing reliance on. official 
sources rather then private ones. In 
1980. African countries got close to $1.5 
billion. net. from private creditors: in 
1985. there was a net outflow of $700m. 
This matters. Many official lenders. no- 
tably the World Bank and the IMF. 
cannot reschedule their loans. 


Total debt outstanding 
end-1985 
$perhead | [7] Less than 200 
200-400 
400-600 
Bl More than 600 
Figures show national total, $bn 
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€ A growing use of short-term finance, 
especially purchases from the IMF, which 
averaged SDRI.I billion a year between 
1979 and 1984. In 1985. African coun- 
tries began paying the Fund slightly 
more than they borrowed. Mr John Wil- 
liamson of the Institute for International 
Economics in Washington reckons they 
could end up having to repay up to SDRI 
billion ($1.5 billion) a year for each of 
the next few years. 

€ The size of Africa's debt, though 
much smaller than Latin America's $370 
billion. is growing faster. Sub-Saharan 
countries owed something between $90 
billion and $125 billion at the end of 
1985—nobody can be more accurate 
than that. Their ratio of outstanding debt 
to annual export earnings doubled to 
more than 200% in the five years to 
1983. Between 1980 and 1985, the ratio 
of debt service to export earnings tripled 
to almost 35%. If African debtors were 
to pay what is due in 1986 and 1987 
(which they will not). they would hand 
over at least $15 billion a year. 

So where is the money to come from to 
help countries pay their debts and have 
enough left over to invest and grow? The 
World Bank estimates that the poorest 
countries face a $2.5 billion gap every 
year. even after slightly improbable cal- 
culations. like a $1 billion increase in 
commercial-bank lending. Africa's mid- 
dle-income countries need to find anoth- 
er $1 billion-3 billion. ‘The UN figures 
show the continent is still looking for 
about 60% of the $46 billion it needs 
from outside over the next five years. 
Multilateral donors will make up a bit of 
it. But bilateral donors are likely to find 
it hard even to maintain present real 
levels of aid and commercial banks are 
cutting their exposure to black Africa 
fast. 

Mr Richard Moose who handles third- 
world debt at Shearson Lehman Broth- 
ers. an American investment bank. says 
that African countries can do a number 
of things to help scarce resources go 
further. These include hedging against 
interest-rate and currency upsets: stop- 
ping the flight of capital abroad and into 
black markets: liberalising domestic cap- 
ital markets: and easing restrictions on 
foreign direct investment. 

More significant than any of these 
measures. though. would be persuading 
creditors to restructure debt on terms 
more like those negotiated by Latin 
American countries. with multi-year res- 
chedulings. lower spreads. and longer 
grace and repayment periods. Nigeria's 
creditors expect it to take a step towards 
restructuring its debt. which banks put at 
$20 billion. in New York on June 12th. 
This may prove the first test of how far 
both Africa und its western creditors are 
prepared to go to meet Africa's needs. 
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from $2.3 billion to a mere $552m. 

This is persuading yards to consider 
cutbacks. Mr Y. S. Yoon, Daewoo's 
shipping boss, recently reduced the num- 
ber of contract workers in his yard from 
14,000 to about 10,000. The Japanese 
government wishes the cuts at South 
Korean yards would go deeper still. Com- 
petition from South Korea and shrinking 
order books have already persuaded a 
committee of the Japanese Ministry of 
Transport to recommend capacity cuts 
and, tentatively, mergers to streamline 
the industry. 

Taking the hint, the Shipbuilders Asso- 
ciation of Japan is pondering reducing 
output from a provisional 4m tonnes this 
year to 3.2m by 1988. That is still not 
enough to satisfy the International Mari- 
time Industries Forum (MIF), a lobby 
group. IMIF wants an end to speculative 
shipbuilding backed by too-easy bank 
credit; a ceiling on the amount of loans 
used to finance new shipbuilding of 60% 
of the value of the ship; more encourag- 
ment for ship-breaking in newly-indus- 
trialised countries; and production ceil- 
ings for inefficient shipyards. What IMIF 
wants and what it is likely to get are two 
different things. 


British Sugar 
Sweet on beet 


Hillsdown Holdings’ withdrawal from the 
battle to take over S. & W. Berisford, 
owner of British Sugar, leaves Tate & 
Lyle as the frontrunner. Tate’s bid, how- 
ever, is being scrutinised by Britain's 
Monopolies and Mergers Commission 
and Ferruzzi, an Italian food group which 
already owns 23.7% of Berisford. has 
formed a London-based holding company 
called Helpbrook that is ready to enter 
the fray. Whichever contender comes out 
on top. Europe's over-protected sugar- 
beet industry is sure to be a winner. 

If Tate buys British Sugar, it will con- 
trol 94% of the British sugar market. Tate 
refines only cane sugar from producers 
outside the EEC. British Sugar would give 
it sugar-beet refining interests, which are 
protected under the EEC's common agri- 
cultural policy. 

Tate's cane business is guaranteed a 
- market through an EEC quota system. 

Tate is good at lobbying and tries to keep 
the cane quotas up. But largely because 
of protection, beet is more profitable. So 
if Tate got British Sugar's beet interests, 
it could make sense to move away from 
cane refining. This would be bad news for 
countries like Mauritius, Fiji, Guyana 
and other big cane exporters. 

If the monopolies commission vetoes 
Tate's offer, the cane producers may still 
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The Bob and Lee show 


The announcement that Ford Motor 
Company's number three; Mr Bob Lutz, 
is to join Chrysler—a mere three months 
after Ford brought him back to Dear- 
born from running Ford of Europe— 
brings together the American motor in- 
dustrys two most colourful personal- 
ities. Mr Lutz's new boss is Mr Lee 
lacocca, the best-selling author. ru- 
moured Democratic presidential candi- 
date and chairman of Chrysler. 

When Mr Lutz was chosen to head 
Ford's North American truck opera- 





have little to be happy about. Ferruzzi 
plus British Sugar would have 22.5% of 
the European sugar market and be a 
tough competitor for Tate. Faced with 
Ferruzzi and mounting sugar-beet sur- 
pluses, Tate might prefer to back sugar 
substitutes, rather than the sugar-cane 
industry. There is talk of research coming 
to fruition on sweeteners many times as 
sweet as sugar—and with no calories. 


Holidays in Spain 


Bombs and the 
Brits 


Has the exploding of ETA bombs at 
Spain's seaside resorts deterred British 
holidaymakers? Package-tour operators 
say not. They claim to have had no 
cancellations as a result. Thomson. Brit- 
ain's biggest tour operator. says it has 
three times as many bookings for Spain 
this summer as last. 

Gleeful comparisons of doughty British 
tourists with  wimpish stay-at-home 
Americans may be misplaced. Cancelling 
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tions, many saw the appointment as с 
humiliating rebuff which would not allow 
him to stay for long in the company. His 
replacement as chairman of Ford of 
Europe was Mr Kenneth Whipple, a 
number cruncher with no experience of 
running a car division. 

Mr lacocca and Mr Lutz have several 
things in common—apart from a healthy 
ego and an extrovert nature that makes 
them suspect to the corporate clones of 
automotive Michigan. Both worked for 
Ford—Mr lacocca left after a row with 
Mr Henry Ford И. Both are car buffs and 
marketing men through and through. 
And both are entrepreneurial as far as is 
possible within the motor industry's gi- 
ant corporate structures. 

In his new job, Mr Lutz will be respon- 
sible for international operations as well 
as the trucks and components business— 
all identified by Mr lacocca as priority 
areas. Mr Lutz's experience will be par- 
ticularly useful in negotiating interna- 
tional links. (Chrysler has just said it 
plans to raise $275m by selling its 12.596 
stake in Peugeot.) 

Though he is for the moment not 
joining Chrysler's five-man executive 
committee, Mr Lutz is only 54 years old 
and is clearly seen by Mr lacocca, 61, as 
a potential successor. Because the com- 
pany's recovery is so closely associated 
with its boss's own personality, Wall 
Street has always worried about Chrys- 
ler's future. The arrival of Mr Lutz might 
just allay its fears. 








Source Business Statistics Office 


package tours attracts a hefty forfeit, 
which holidaymakers are reluctant to in- 
cur. Some travel agents say that the 
volume of sales in recent weeks has been 
about one-third less than they had been 
expecting. That could upset the tour 
operators' calculation that the number of 
Britons going overseas on all-inclusive 
holidays is likely to be 20% higher this 
year than in 1985. 

Intasun, the second largest British tour 
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operator, had guests at a Spanish hotel at 
which a small bomb exploded. It offered 
to move them to other accommodation, 
but says they all preferred to stay put— 
reckoning, maybe, that bombs, like light- 
ning, never strike the same place twice. 

Spain is still Britons’ favourite holiday 
destination, but it suffered a deeper than 
average slump in popularity last year (see 
chart on previous page) because of hefty 
increases in hotel tariffs. This year, Span- 
ish packages are priced more competi- 
tively, say operators; Spain should win 
back a bigger share of a larger market, 
bombs notwithstanding. 

Thomson reckons that sterling prices at 
the beginning of the season were 17% 
below last year’s. The big companies 


North American timber 


Chop, chop 


The United States and Canada are at 
loggerheads over their timber trade. The 
Reagan administration has tried to ap- 
pease protectionists in Congress by slap- 
ping a 35% duty on imports of an obscure 
product from Canada: wood shingles. 
The angry Canadians have countered 
with duties on Christmas trees, computer 
parts and other bits and pieces. And on 
June 9th, the administration must decide 
whether to investigate a complaint by 
American forest-products companies that 
the Canadians subsidise the harvesting of 
trees for export. 

The dispute pains Mr Brian Mulroney, 
Canada’s conservative prime minister 
who came into office keen to get on better 
with America than his predecessor, Mr 
Pierre Trudeau. He says such actions 
make it “extremely difficult" to be friends 

ith America. | 
. Along with cars and energy, timber is 
one of Canada’s biggest exports to the 
United States. Canadian timber took a 
third of the American market in 1985, up 
from about a quarter in the late 1970s. 








Well shingled 
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(Thomson, Intasun and Horizon) аге 
locked in a price war, and a recent survey 
by Lunn Poly, a Thomson subsidiary, 
suggests that these three have taken 60% 
of the 1986 summer business, against 42% 
last year. 

The main casualties are the medium- 
sized operators; they have neither the 
financial clout to slash prices nor the 
opportunity to cross-subsidise them with 
profits from things like charter flights and 
duty-free sales. Tour operators increased 
their capacity so as to cope with what they 
thought would be a record year. The 


recent slowdown in sales has left them - 


with empty beds. They may have no 
choice but to cut prices again in order to 
fill them. 


NEW YORK 


These imports kept prices low (see chart) 
throughout the long housing boom of the 
past three years. 

The American and Canadian forest- 
products industries have been through all 
this before. In 1983, America’s Interna- 
tional Trade Commission found that Ca- 
nadian timber was hurting American pro- 
ducers. But America’s Commerce 
Department ruled that the low fees paid 
by Canadian firms to provincial govern- 
ments to harvest trees—known as stump- 
age—were not a subsidy. Countervailing 
duties, the argument went, could be lev- 
ied only if a subsidy was aimed at a 
particular industry, and cheap trees did 
not meet that definition. 

The American industry reckons it 
could now win its case because of a recent 
ruling by the Commerce Department sug- 
gesting that government regulation of 
natural-resource prices counts as a subsi- 
dy. If American producers make this 
argument stick for Canadian timber, they 
could destroy talks on more open trade 
now going on between the two countries. 

Hence the administration's attempt to 
look tough about trade in wood shingles, 
an ideal candidate for a diversionary 
trade row. This obscure sector has an 
annual output of $240m in Canada and 
America combined, and employs 1,650 
people in America’s North-West—down 
from 4,000 in 1979 as Canada’s market 
share has risen from a half to three- 
quarters. Manufacturing methods (ie, 
splitting logs) have not changed much in 
more than 50 years. 

Most of the American forest-products 
industry, by contrast, has sharply im- 
proved its productivity in recent years. A 
deep recession in housing in 1979-82 
forced sawmills to become much more 
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efficient. Computer controls were widely 
installed to make better use of logs. 
Labour productivity increased by 15% in 
the three years to 1984. 

Wage increases have been resisted. 
Even Weyerhaeuser, the most sluggish of 
America’s big forest-products firms, is 
cutting costs and has come close to caus- 
ing 7,200 of its workers in the North-West 
to strike. Weyerhaeuser’s labour costs 
average $20 an hour in the North-West, 
against $12 an hour in the South. Its big 


WI 
\ 
N 
N 
N 
N 
N 
N: 
Nb: 





1978 79 80 8 82 83 84 85 


Sources: Random Lengths Publications. Council of forest industries of 
British Columbia; Department o! Commerce 

rivals have largely abandoned the North- 

West, selling their operations to smaller 

firms, whose labour costs are now 50% 

lower than Weyerhaeuser's. 

Big companies in the industry have also 
shifted capital spending from timber and 
wood products to pulp and paper. Ameri- 
can timber prices, measured by a publish- 
ing firm called Random Lengths, were 
24% lower last year than at their peak in 
1979. Paper prices, by contrast, were up 
on average by about 50% over the same 
period (see chart)—though that figure 
disguises wide variations. 

Paper companies are seeking higher 
margins by investing more in the produc- 
tion of writing and printing paper, much 
as chemical companies have tried to rely 
less on bulk products by buying capacity 
to make fine chemicals. Demand for 
coated paper (for magazines) and un- 
coated white paper (for offices) in Ameri- 
ca has fared better than the market for 
brown packaging papers and tissues. 

Much of the industry’s investment in 
the 1970s went into pollution control and 
new energy sources. New investment is 
now adding more capacity. American 
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capacity in coated groundwood paper (for 
magazines, advertisements, etc) will rise 
from 3.5m tonnes a year in 1985 to 4.6m 
tonnes by 1990, on one industry estimate. 
In uncoated papers—for example, for 
office use—capacity will rise from 2.4m 
tonnes a year in 1985 to 3.2m tonnes. So 
much for the paperless office. 


Cannon films 


Behind the hype 


Thanks to a stylish Mutt and Jeff routine 
at the Cannes film festival, everybody 
now knows Mr Menahem Golan and Mr 
Yoram Globus, the Israeli-born first 
cousins who are bent on becoming the 
Sam Goldwyn and Louis B. Mayer of the 
1980s. Overlooked in the hype and the 
hoopla was the company of which they 
are the principal shareholders—Cannon 
Group, a Los Angeles-based, vertically 
integrated, international film empire. 
Here are some figures to help get the 
picture in focus. 

On May Ist, Cannon said it was buying 
Britain's sagging ABC cinema chain (plus 








Placido’s up-market violence 
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Elstree studios and a 2,000-title film li- 
brary) for $275m. Messrs Golan and 
Globus are good news for the British film 
industry so long as they have the brass to 
do what they say they want—to make 
movies in Britain and tart up the tatty 
ABC cinemas. Their pockets are not hard 
to measure. Unlike the big Hollywood 
studios, whose accounts can be buried in 
those of the diversified conglomerates 
that own them, Cannon is purely a film 
company and quoted on the New York 
Stock Exchange. 

At the end of March, Cannon had 
shareholders’ funds of $119.5m, com- 
pared with borrowings of $185.6m (ex- 
cluding $30.1m in advances from subdis- 
tributors). Liquid assets totalled $5.4m. 
Extensive borrowing facilities were avail- 
able from the Dutch offshoot of Crédit 
Lyonnais ($45m) and from a group of 
American banks, led by First National 
Bank of Boston ($65m). Of the latter 
facility, Cannon had drawn down only 
$38.7m, but it had already overshot the 
Crédit Lyonnais facility by almost $2m. 

Under the covenants attached to these 
loans, Cannon pays no dividends. So 
investment rewards must come entirely 
through capital appreciation. So far, 
shareholders have had nothing to com- 
plain about. Cannon's common stock, 
formerly traded in the over-the-counter 
market, has risen from a low of $164 to a 
high of $42] over the past two years. 
Messrs Golan and Globus and their fam- 
ilies own around 40% of the stock. 

How could a company so heavily 
geared contemplate paying $275m for 
Britain's ABC movie empire? (For good 
measure, Cannon is also buying Ameri- 
ca's Commonwealth Theatres chain for 
$24.5m.) Answer: by tapping the mar- 
kets. In mid-April, Cannon raised $207m 
in debentures; with this it first extin- 
guished the $85.6m it owed Crédit Lyon- 
nais and the American banks. But the 
balance of $121.4m is not nearly enough 
to cover the total $299.5m cost of acquir- 
ing the ABC and Commonwealth cinema 
groups. 

Potentially, Cannon faces a net short- 
fall of $178.1m (though some of the ABC 
acquisition is to be paid for in equity). So 
the company is now renegotiating its 
borrowing facilities with Crédit Lyonnais 
and the American banks—this time with 
"amended covenants”. 

This is all dandy so long as the compa- 
ny's product is up to servicing and repay- 
ing the debt. Thanks to recent acquisi- 
tions, the "product" now covers all three 
areas of the movie industry—production, 
distribution and exhibition. Of these, the 
last has yet to prove itself. Though reve- 
nues from cinema operations more than 
doubled to $37.5m between 1983 and 
1985, reflecting the enlargement of the 


chain by acquisition, operating profits 
from the same source fell progressively 
from $1.4m to $418,000, though this year 
has started more promisingly. 

And the movies? Cannon is famous for 
making a great number at an average 
price of only $5m—roughly half the in- 
dustry norm. It pre-sells them (to over- 
seas distributors, television channels, vid- 
eo-cassette manufacturers, etc) so that it 
is not at risk on the cost of production. 
Advances and guarantees of more than 
$171m have already been received against 
the estimated $149.3m it is expected to 
cost to produce negatives of this year's 
planned productions. But this is not the 
end of the line. Prints and advertising 
costs can add half as much again. Though 
the cost of shooting Cannon films is 
already covered, they must still do well at 
the box office to make a profit. 

Until now Cannon has chiefly made 
adventure and exploitation pictures, witt 
much sex and violence. Lately, however, 
it has moved up-market, with productions 
such as Verdi's “Otello”, starring Placido 
Domingo, and John Cassavetes's "Love 
Streams" (a Berlin film festival prize- 
winner). None sounds as if it will attract 
big audiences. 

Cannon is stepping up production from 
20 to 35 films this year, at an average cost 
of $4.3m. Recent pictures like "King 
Solomon's Mines" and the Chuck Norris 
vehicle, "Invasion USA", however, cost 
much more. Some of those in the pipeline 
(such as "Superman ІУ” and an adven- 
ture movie with Dustin Hoffman) also 
sound expensive. This may force Cannon 
to reconsider forgoing completion 
bonds—a form of insurance which guar- 
antees enough money to complete shoot- 
ing even if a film over-runs its budget. 

Has the company got enough manage- 
ment to cope with all its new problems? 
Cannon is now too big and too intern 
tional to be the plaything of a couple o 
colourful entrepreneurs. 


Syrian trade 


Going west 





DAMASCUS 


Incensed by Iran's refusal to offer more 
than a $2! discount on oil still officially 
priced at $25 a barrel, Syria has ended a 
four-year deal with Iran—part of which 
provided it with 20,000 barrels of free oil 
a day. The Iranians may not be too upset 
about it since the Syrians are said to have 
been lax in paying their oil bills. 

The Syrians have now struck a deal 
with Algeria for the 130,000 barrels a day 
that they need to import on terms that 
promise to knock about $100m off the 
country's $1.3 billion annual oil-import 
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bill. (Syria also exports some heavy crude 
oil.) 

The Syrians certainly need to save 
every bit of foreign currency they can. 
The country’s foreign-exchange reserves 
are said to have fallen to about $100m— 
equivalent to around a fortnight's import 
bill. Prices of its main exports—cotton 
and heavy crude oil—have fallen, along 
with expatriate remittances and the $1.8 
billion a year "support fund", pledged by 
the Gulf countries in the late 1970s. That 
has now been reduced to around $400m a 
year. Heavy military expenditure in Leb- 
anon has helped cause shortages. food 
rationing and rising inflation. 

Things should improve when oil from 
the eastern Deir Ez Zor field comes 
onstream. This is supposed to happen in 
January next year. The field, being devel- 
oped by Pecten, an American subsidiary 
of Shell, could soon halve Syria's oil 
imports and (the Syrians hope) eventually 
provide an exportable surplus. 

Since the end of last year, the Syrian 
chambers of commerce have been active- 
ly looking to Western Europe for project 
financing, credit facilities and joint ven- 
tures, rather than to their usual partners 
in Eastern Europe. Although the bulk of 
Syrian exports go to communist coun- 
tries, mainly in the form of barter deals, 
over one-third of the country's imports 
come from the EEC, with West Germany 
accounting for the biggest share. EEC 
exports to Syria are still growing, with the 
country seen as a good market for Euro- 
pean chemicals, pharmaceuticals, ma- 
chinery and transport equipment. 


Japanese nappies 


Throw-away lines 


TOKYO 


An entrepreneurial Japanese company, 
Uni-Charm, has succeeded in Japan 
where giants of the household-products 
industry have failed elsewhere: it has 
beaten Procter & Gamble in the dispos- 
able-nappy business. Five years ago, the 
American soap-to-coffee company had 
90% of the (small) Japanese paper nappy 
market. Today, Uni-Charm has 45% and 
P&G only 12% of a market growing by a 
third every year. But Uni-Charm's suc- 
cess is luring in competitors and P&G is 
fighting back. 

This is not just a tale of the impenetra- 
ble Japanese market. Uni-Charm beat 
P&G with the same tactics that the Ameri- 
can group has used to dominate nappies 
worldwide: making better products at 
lower cost than rivals and marketing them 
well. In 1978, P&G introduced disposable 
nappies to Japan. selling the same prod- 
uct, filled with paper pulp. that it sold in 





Less terryfied 


In Britain, last European bastion of the 
terry-towel nappy, the American heavy- 
weight, Procter & Gamble, has not had 
it easy in the disposable-nappy market. 
As in Japan (see below), a much smaller 
rival has marketed a good product well 
and kept P&G on its toes. 

Colgate Palmolive, another American 
multinational, was the first to sell dispos- 
able nappies in Britain but failed to build 
upon its early lead. It has now aban- 
doned this part of its British business. It 
was only when Peaudouce arrived from 
France in 1980, followed by Procter & 
Gamble's Pampers in 1982 that the Brit- 
ish preference for terry towelling suc- 


cumbed to intensive marketing. Peau- 


douce relied upon ап imaginative 
public-relations drive that sought to as- 
sociate the Peaudouce name with many 
different facets of childcare. Procter & 
Gamble used its clout to shift nappy sales 





America. In 1981, Uni-Charm introduced 
a nappy that was better in several ways: it 
was shaped to fit the baby's bottom and 
legs; it used a softer lining. which caused 
less nappy rash; its filling. a polymer and 
pulp mixture. was more absorbent; and it 
had re-usable ties so that parents could 
inspect a nappy without then having to 
throw it away. 

Within two years, Uni-Charm's nappy. 
called Moony, had displaced P&G's Pam- 
pers as market leader. A Japanese soap 
firm. Kao. also entered the market in 
1983 with a similar brand called Merries 
and grabbed about 30% of the market. 
P&G was slow to react, partly because at 
first it welcomed the new arrivals as a way 
to help persuade Japanese parents to 
switch from cloth (sometimes granny's 
old kimonos) and rented nappies. 

When Uni-Charm launched Moony. 
disposable nappies accounted for only 
10% of all nappy changes in Japan. com- 
pared with 80-90% in America. The rate 
is now 30%, making a market worth Y 100 
billion ($580m) this year. 

Uni-Charm's success is vulnerable. 
More nappy-makers are entering the 
market, including Lion, a Japanese deter- 
gent maker and Shiseido, a cosmetics 
firm. Uni-Charm thinks sales growth will 





away from chemists and into super- 
markets. 

In 1979, only one in every six nappy 
changes in Britain involved a disposable 
product, while in France the proportion 
was 95% and in paper-rich Sweden 
100%. With their well established terry- 
towel industry and their gardens to dry 
washed nappies in, the British were slow 
to take to the throw-away nappies that 
took the lead in America and continental 
Europe after 1975, 

Advertising expenditure on disposable 
nappies in Britain shot up from £500,000 
in 1979 to a peak of £10m in 1982. As a 
result, disposables accounted for 1.4 bil- 
lion nappy changes in Britain last year, 
almost every other one. That still leaves 
a big potential market to play for—much 
the largest in the ЕЕС, where even 
Greece already puts its babies into dis- 
posable nappies 80% of the time. 


slow in two years' time, when disposable 
nappies have reached 60% of the market; 
then there may be a price war. Now that 
Procter & Gamble has a product that is as 
good as Uni-Charm's and sold world- 
wide, it could get its production costs 
down even lower than Uni-Charm's. 
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Creating more reliable systems 
for air traffic control. 


As air traffic grows, so does 
the burden on the people and systems 
that direct it. 

Continuous surveillance is 
essential in a crowded sky. To prevent 
system shutdowns, Lockheed has 
devised an innovative combination 
of computer hardware and software. 
Its called a distributed network, and 
it enables fault-tolerant computers 
uA 


= Lockheed 


Giving shape to imagination. 


and intelligent peripherals to keep 
working in spite of component 
malfunctions. 

Each computer in the 
network contains its own internal 
redundant hardware. Should a 
component malfunction, it can be 
detected, isolated, and the circuit 
board replaced while the system 
continues to operate. This unique 
fault-tolerant design helps air 
traffic controllers keep traffic safely 








separated without the distracting 
burden of compensating for failed 
computer capabilities. 

Lockheed systems specialists 
also are working on programs that 
include radar, sensors, and image 
processing. Whether it's for air 
traffic control to safeguard the skies 
or weapon control to support 
America’s defense capabilities, 
Lockheed technology continues to 
advance the science of system design. 


Choosing the right XO is easy 
when you can afford Rémy Martin. 


THE XO COGNAC by REMY MARTIN 


Exclusively Fine Champagne Cognac 











West German banks find that 
big looks ugly 


West Germany's big banks are under fire 
for being too powerful and successful. 
The head of the cartel office in West 
Berlin, Mr Wolfgang Kartte, thinks that 
their extensive shareholdings make the 
countrys universal (privately-owned, 
ll-service) banks too influential. West 
rmany's semi-public savings and co- 
perative banks are disgruntled at being 
frozen out of handling share flotations by 
the giants of Frankfurt. 

A string of big corporate acquisitions 
and new share issues has put the spotlight 
on the economic clout wielded by the 
universal banks. West Germany's biggest 
bank, Deutsche Bank, is under the 
brightest glare. Its success prompted a 
business magazine to speculate in a cover 
story earlier this year whether Mr Alfred 
Herrhausen, one of the bank's two chief 
executives, is the most powerful man in 
the country. He has been a leading advis- 
er to Mr Helmut Kohl since the federal 
chancellor's days in opposition. 

The latest demonstration of his bank's 
status came on June 3rd, when the federal 
government entrusted it with spearhead- 
ing the part-privatisation of VIAG, an 
energy group. Deutsche was also the lead 
bank in the last big sale of state-owned 
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shares, in the Veba energy group in 1984. 

Deutsche and the other big universal 
banks are expected to dominate further 
sales of state holdings due later this year. 
In April, Deutsche carried out West Ger- 
many's biggest share issue, a DM2 billion 
flotation of the industrial holdings of the 
former Flick group, which it had bought 
from its private owner at the turn of the 
year. The bank had earlier virtually cov- 
ered the cost of buying Flick by selling the 
group's shareholdings in Daimler-Benz, 
the carmaker, and W. R. Grace, an 
American chemicals company. 

The stockmarket muscle of Deutsche, 
Dresdner Bank, Commerzbank and other 
universal banks irritates West Germany's 
substantial network of savings and co- 
operative banks. They complain that the 
big banks monopolise the consortia that 
parcel out the handling of share issues on 
a clubby basis. The savings and co-opera- 
tive banks think the government should 
insist on more even-handed treatment for 
the non-universal banks in its privatisa- 
tion programme. 

The growing size and scope of the big 
banks prompts politicians of the Social 
Democratic opposition to fear that they 
are promoting corporate concentration 


and sapping competition. Deutsche is 
again the leader and main butt of criti- 
cism. Before leading the VIAG issue, the 
bank played a central role in the growth 
largely through merger of Daimler-Benz 
into West Germany's biggest industrial 
company. An agreement last October by 
Dresdner and a consortium of other 
banks to sell their shares in the once 
troubled AEG electricals group enabled 
the vehicles manufacturer to complete its 
third take-over in a year. Deutsche has à 
direct interest in Daimler's growth: it 
holds just over 25% of its shares. 

What worries Mr Kartte of the cartel 
Office, as well as some politicians in 
Bonn, is the possibility of banks combin- 
ing their financing and share-floating 
roles with the control of big blocks of 
company shares. As well as direct stakes 
(see table), the banks' involvement often 
passes through layers of holding compa- 
nies, masking their influence from the 
general public. Thus Commerzbank has a 
twice-removed interest in Daimler-Benz 
through its 25% share in a Munich com- 
pany that holds 25% of a holding compa- 
ny, which in turn has 25% of Daimler. 


Deutsche 


Philipp Holzmann (construction) 3596 
Daimler-Benz (vehicles) 25%-plus 
Hapag-Lloyd (shipping) 2596-plus 
Karstadt (retailing) 25%-plus 

Horten (retailing) 18% 

Allianz (insurance) 6% 





Dresdner 


holdings of 25% or more 
Hapag-Lloyd VEA y 
Flender Werft (shipbuilding) 
Gold-Pfeil (leather) 
Dortmunder Union (brewing) 
Heidelberger Zement (cement) 


Commerzbank 


25% or more 

Karstadt retailing) 

under 25% but ' Substantial” 

Sachs (ball bearings) 

Hannoversche Papierfabriken (paper) 
Indirect holdings 

Horten (retailing) 
Mercedes-Automobil-Holding (vehicles) 
Thyssen (steel, engineering) 
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Commerzbank also holds an indirect 
stake.in the Thyssen steel and engineering 
+ group. Deutsche has a 7596 stake in a 
“Frankfurt holding company which owns 
:2596 of Horten, a big stores group in 
which B.A.T Industries has а majority 
-= stake. Another 25% of the holding com- 
: pany belongs to Commerzbank. 

The unanswered question is how much 
influence the banks exercise over the 
management of these companies. They 
are certainly in à positión to make their 
views clear to senior bosses. Mr Herrhau- 
Sen sits on the supervisory boards of a 
string of companies. A former Deutsche 
chief executive, Mr Wilfried Guth, kept 
busy after retiring from the bank by 


holding. directorships of Daimler. Sie- 


mens and Thyssen. 

Mr Kartte says that the idea of univer- 
sal banking need not include the acquisi- 
tion of shareholdings on the scale now 
current in West Germany. He would like 
the banks to dismantle their big holdings, 
though he acknowledges that this would 
be along job. The incentive for the banks 
to do anything of the kind is slim. Al- 
though average prices on West German 
stockmarkets have fallen since a mid- 
April peak, last year's bull market has 
powerfully increased the importance of 
share holdings іп the banks’ balance 
sheets. And antitrust officials in Berlin 


admit in private that their power to con- 


trol the banks influence i in companies is 
limited, though, arguably. Deutsche, for 
one, has built up a position which at least 
equals:the power of German industrial 
cartels of the: Per 


Wall Street UP 
Still bellowing 


NEW YORK 


А sudden rise in share prices late last 
month, when the Dow Jones industrial 
average hit a new high of 1882, came near 


.to fulfilling one of Wall Street's favourite 


prophecies: that share prices can keep 


Is money enough to support Tokyo? | 


The Tokyo stockmarket looks a dangerous place in which to invest: it is 

- hitting record highs while company profits plunge and economic worries 
grow. The only real argument for a further rise in share prices is that 
Japanese investors have nowhere else to put their piles of cash 


Tokyo is the star performer among the 
world's three biggest stockmarkets so far 
this year, with its Nikkei index rising by 
29%. in. yen terms and 52% in dollars 
between January 6th and.June 4th. That 
‘compares with a rise of only 20% in New 
York's Dow Jones industrial average and 
22%. in London's FT industrial ordinary 
share index in dollars in the same period. 
After a tumble in April, the Tokyo 
|. market set new highs in seven of the 
“eight trading days to June 4th. This 
recovery may be sl ort-lived. 

Four themes have driven Japanese 
‘shares this year: the rising уеп; falling 
interest rates; cheap oil; and government 
plans to shift the economy's emphasis 
away from exports and towards growth 
in domestic demand by deregulation, 
especially in housing and property devel- 
opment. The shares that have risen fast- 
est are those of companies that benefit 

"from two or more of these themes; the 
worst performers are exporters hit by the 
strong yen. Retailers’ shares have risen 
by ап average of 45% and property 
shares by 50% since early J anuary, while 
motor and electrical shares have risen by 

г less than 10%. 

In. addition, two general ideas have 
aided the market's rise. One is that a 
strong yen, lower. interest rates and 
cheap oil will eventually boost the econ- 
omy,.despite some dislocation and per- 
„Вар a.short-lived slowdown in growth 

< this year. The second is that Japanese 
investors are flush with cash because of 
high savings and falling demand for in- 
vestment in factories and. machines. Ja- 
pan's broad money supply rose by 9% in 
the year to March, well.ahead. of con- 
sumer price inflation: of. 1.2%. One of 
the few places this money can go. the 
argument runs, is into equities. 


The question is whether there is any 
life left in-these themes. The answer is 
gloomy. Three of the four have gone into 
reverse. Interest rates in Japan, as in 
America. have stopped falling and long- 
term rates show signs of rising. The yen 
slipped back this week from its peak of 
Y 160 to the dollar to Y175 on June 2nd - 
and Y171 on June 4th. Oil prices have 
ended their plunge. 

The fourth—stimulation of domestic 
demand—lacks conviction. Much of the 
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rise in share prices has been in anticipa- 
tion of rumoured government measures 
that have not yet taken place (and may 
never). On the basis of these rumours 
the share price of Mitsubishi Estate. the 
property firm that owns much of central 
Tokyo, has risen to Y2,000. more than 
90 times its earnings per share іп 1985. 
The average price-earnings (P/E) ratio 
in the Tokyo market has risen from 32 in 


late January to 40 now. РЕ ratios of 20: . 


are considered worryingly high in: New 
York or London. Japanese P/Es aré al- 
ways higher, ‘partly. because of differ- = 
ences in accounting practices. But PEs ^: 
above 40 are high even for Tokyo, sug- 
gesting that the four bullish themes have : 
been carried as far as they сап go. | 

This leaves the general ideas. he 
weight of money still stands. So does the 
eventual recovery of the economy, but. 
with more doubts than before if oil prices -| 
stick at $15-18 per barrel, rather than — 
falling further as once seemed probable, 
and if interest rates do not collapse as. . 
also seemed likely. The consensus of 
private economists is that growth in real ` 
GNP will be about 2% this year, com- 
pared with 4,696 in.1985 and government if 
forecasts of 4% for.1986. ... oo- Fu 

All this suggests that Tokyo: will at Р 
least take а breather. Bulls have three 
résponses. One is that the prime minis- ' 
ter, Mr Yasuhiro Nakasone, has prom- 
ised to boost public spending by ҮЗ ^| 
trillion soon-after Japan's general elec- 4 
tion on July 6th. However, the Finance 
Ministry may block the idea; and even if)... 
the boost goes ahead, it might draw >. 
money out of the stockmarket because... 
Y3 trillion worth of government bonds 2 
would quickly have to be sold. 

The second response is to say that it is 
now time to buy blue-chip electrical. 
exporters like NEC, Matsushita and'Fu- 
jitsu because their’ prices. have lagged © 
and because the yen has stopped rising. 
However. few are willing to bet that the 
yen will not rise again. Pressures for 
protectionism remain strong in America. 

Bulls continue to point at the weight of 
money. lt is true that there is a lot of 
money. chasing stocks. The trouble is 
that markets driven only by liquidity; 
with no fundamental economic themes, 
tend to be speculative and ‘volatile; It 
could mean that Tokyo will follow slav- - 
ishly the ups and downs. оп Wall Street... 
For the next few months at least; Tokyo... 
may be only for the brave.. | 





limbing this year even if interest rates 
all no further. 

The logic, or sales pitch, is as follows. 
The S&P 500 index rose by 24% in the six 
nonths to the end of April, while yields 
m long-term government bonds fell by 34 
ercentage points, or nearly one third, to 
ust over 7%. This happened even though 
hare analysts were cutting their forecasts 
if increased profits for 1986 at the same 
ime, since the increasing value of shares 
nerely reflected the growing attraction of 
quity as bond yields shrank. But when 
'arnings estimates start rising again, the 
narket can float up whether or not inter- 
ist rates keep falling. 

The trouble is that economic growth at 
in annual rate of around 3% in the 
econd quarter still depends on housing 
nd consumers: industrial output in the 
‘ast three months was 3% lower, at an 

nual rate, against the previous quarter. 

forecasts of profits at manufacturing 
nd other cyclical companies have been 
low to improve. 

A broad survey of share analysts’ prof- 
ts forecasts, conducted by Zacks Invest- 
nent Research, shows that expectations 
if this year’s gain in profit fell steeply 
rom 23% in January to 14% in May (see 
hart). Forecasts are still, on balance, 
etting gloomier: Kidder, Peabody has 
ut profit forecasts for 1986 by 5% or 
nore on 101 companies in the past month 
vhile raising its predictions on just 53. 

So the stockmarket was ready to zoom 
\р as soon as it heard news of faster 
conomic growth. When the Commerce 
Yepartment announced in late May that 
he index of leading indicators for the 
irevious month had risen sharply, the 
nain market indices all hit records. This 


gt bull mood 





Zacks Investment Research survey of 2.500 analysts covering 
3,500 companies 
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A referral for the monopolies men 


Not before time, Britain’s Department 
of Trade and Industry is to review its 
policy on mergers and monopolies. The 
current rules on takeovers date back to 


1973 and suggest (fuzzily) that the gov- 
ernment should scrutinise all bids which 
either endanger competition or may be 
expected to harm the public interest (ie, 
for any reason the government may 
choose). 

On the whole, Britain’s present gov- 
ernment has seldom tampered with take- 
overs for political ends (Westland and BL 
being the most glaring exceptions). But 
the guidelines on competition are out of 


happened despite a rise in bond yields 
towards the end of last month, suggesting 
that share prices had begun to break free 
of movements in bonds, 

It did not last. The Dow Jones industri- 
al average fell back for a few days at the 
beginning of June, thanks to weaker bond 
prices, which had pushed the yield on 30- 
year government bonds back to nearly 
8%, up from a low of almost 7% this 
spring. But most brokers are betting on 
another rise in share prices, led by more 
cyclical shares, for two reasons. 

First, interest rates could fall by one 
more step in early summer before eco- 
nomic growth pushes up the cost of mon- 
ey again. And second, almost all econo- 
mists agree that Wall Street is right about 
faster economic growth in the second 
half, not least because consumers feel 
richer, thanks to the increased value of 
their financial assets. Eventually their 
spending should stimulate output, too. 

Unless the value of financial assets 
drops sharply first. Mr Henry Kaufman, 
chief economist at Salomon Brothers, 
says economic confidence in America 
now depends on the bull market on Wall 
Street. A sudden fall in share prices or 
rising interest rates would undermine 
consumer confidence before it feeds 
through to other parts of the economy. 


Property lending 
Unsafe as houses 


Americans may be building more houses, 
but will they pay for them? Thrift institu- 
tions lost $2.5 billion on dud property 
loans in the second half of 1985—some 
70% more than in the previous six 
months. Banks, too, were badly hit: at 
$731m, their second-half property losses 
in 1985 were more than 90% higher than 
their first half's. All told, banks lost $2 
billion in property lending in 1984 and 
1985, and savings institutions $6.5 billion. 


phew Y 


date and increasingly unclear. The City 
winced once earlier this year when the 
Office of Fair Trading decided to refer to 
the Monopolies and Mergers Commis- 
sion the bids of United Biscuits but not 
of Hanson Trust for Imperial Group. 
and similarly of Guinness but not Argyll 
for Distillers. It winced again when clev- 
er thinking by the merchant bank advis- 
ers of Guinness and United Biscuits 
easily found ways around the referrals. 

The review ought to look not just at 
competition but at the referral process and 
ways of speeding it up. Quicker decisions 
would solve a host of problems. 








Homes for tomorrow's bad debtors? 


This duff debt is not going to go away 
quietly. At the end of 1985, banks held 
$6.6 billion in non-performing mortgages 
(those more than 90 days in arrears) and 
thrift institutions had foreclosed on $9.6 
billion-worth. Thrifts say that delinquen- 
cy on residential mortgages (arrears of 60 
days), which had crept down during 1985 
from 2.2% to 1.5%, moved back up to 
1.7% by April 1986. And problems on 
property are problems indeed for them. 
Despite two bashes at extending thrifts’ 
lending powers, mortgages still accounted 
for more than 71.3% of thrifts’ assets at 
the end of 1985—down only a little from 
76.4% in January 1983. 

Now for the (slightly) better news. 
Lousy property loans are, predictably, 
concentrated among a minority of banks 
and thrifts in oil states and farm states— 
where incomes have been worst affected 
by lower oil and agricultural prices—and 
places (California, for instance) where 
property speculation is a way of life. 
Though banks’ non-performing property 
loans rose to 2.1% of total dud loans in 
1985 from 2% a year earlier, the ratio is 
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FINANCE 


Dearer lira 


It has been a bad year for wheelbarrow 
currencies. In June 1985, Argentina re- 
denominated its peso as the thousand- 
times stronger austral. Then Brazil did 
the same with the cruzeiro, making it the 
cruzado. Now Italy looks set to follow 
suit. On June 3rd, the Italian cabinet 
decided to replace the current lira with a 
lira nuova, worth 1,000 current lire. That 
leaves only the Bolivian peso, the Indo- 
nesian rupiah and the Ugandan shilling 
in that select group of currencies whose 
basic unit is more than a thousand times 
smaller than an American dollar. 

Italy's switch, trailed by the prime 
minister, Mr Bettino Craxi, at the Tokyo 
summit earlier this year, is likely to take 
place next January. (Parliament needs to 
give its approval first.) It is not just 
intended to make a 110 trillion lire 
budget deficit sound smaller—it still con- 
verts to $70.5 billion either way—but 
also, according to one of its keenest 
sponsors, Mr Giovanni Goria, the trea- 
sury minister, to signal that the country's 
economic recovery is well under way. 

For all that there will be fewer lira 
millionaires as a result, Mr Goria and 


still lower than 1982's 2.6%. Charge-offs 
rose to 0.3% from 0.1% four years earli- 
er, but property lending is still as safe as 
houses compared with other sorts. 
Charge-offs for all kinds of bank loans 
increased from 0.7% in 1984 to 0.8% in 
1985; consumer loan losses were 1%. 
Thrifts expect their best-ever profits 
this year, according to the League of 
Savings Institutions, which speaks for 
almost all of them. Their $3.8 billion net 
earnings in 1985 just about equalled their 
1978 peak, though the return on (much 
bigger) assets was down to 0.4% from 
0.8%. Falling interest rates are now wid- 
ening thrifts’ spreads (the difference be- 
tween the cost of the money they raise 
and the yield on their assets). The gap has 
widened from 2.2 percentage points in 
1985 to 2.5 at the end of March 1986. 


Allied-Lyons/Hiram Walker 


No time to lose their 
bottle 





TORONTO 


The battle for control of Hiram Walker- 
Gooderham & Worts (НУСУ). the Cana- 
dian hard-liquor company, has become 
even more spirited. Allied-Lvons. the 
British food-and-drinks group which 
claims it bought HwGw in March. this 
week sued Olympia & York. a property- 
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other boosters of the lira nuova can take 
only cosmetic comfort from the fact that. 
on the basis of current exchange rates, 
the new money would buy more dollars 
than the French franc. the D-mark and 
the Swiss franc. 


: ч 
New money, same old debts 





to-energy group which, in April, took 
over HWGW's parent, Hiram Walker, also 
an energy group, through its Gulf Canada 
subsidiary. Allied-Lyons wants Olympia & 
York to honour the deal and hand over the 
drinks division. Itisalsoseeking C$9 billion 
($6.5 billion) in damages, the biggest such 
claim made in a Canadian court. 
Olympia & York, which is controlled 
by the Reichmann brothers, is unwilling 
to let go. HWGWis a valuable prize. In the 
six months to March 315, it contributed 
C$140m to the parent company’s operat- 
ing profit, 37% of the total. Most of these 
profits came from the division's five fam- 


` ous brands—Canadian Club rye whisky, 


Ballantine's scotch. Courvoisier cognac 
and Kahlua and Tia Maria (both 
liqueurs). 

HWGw both sells and makes worldwide, 
owning distilleries in North America, 
Britain and Argentina. Its brands would 
greatly strengthen Allied-Lyons's Ameri- 
can operations, and the deal would virtu- 
ally put the British group beyond the 
grasp of Mr John Elliott's Elders IXL. the 
Australian group that wants to buy Al- 
lied. Sir Derrick Holden-Brown. Allied's 
chairman. described HWGw this week as a 
“one-off, never-to-be-missed, once-in-a- 
lifetime opportunity". 

The Reichmann brothers feel the same 
way. They want HWGW to help balance 
Olvmpia & York against the volatile oil- 
and-gas business of Gulf Canada. of 
which it,owns 80%. It already owns a 
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90% interest in Abitibi-Price, the world™ 
biggest newsprint maker. And Olympi. 
& York says that the drinks business m 
the main reason that it bid for Hiram 
Walker. It even plans to sell off Hiram 
Walker's oil and gas assets. 

Since taking control of Hiram Walke“ 
on April 23rd, the Reichmanns have tries 
hard to wriggle out of the supposes 
agreement with Allied. They have firesi 
most of Hiram Walker's board, includin 
Mr Clifford Hatch, a doyen of the Norti 
American drinks industry. The new 
board, composed mainly of Olympia & 
York directors, has withdrawn an appli 
cation to Washington for the Americas 
antitrust clearance required before the 
sale to Allied could go through. 

Mr Paul Reichmann, an Orthodox Jew 
who seldom appears in public, uncharac* 
teristically held a press conference lass 
week to explain Olympia & York's E 


. The brothers have also brought two co 


actions of their own, arguing that the sa 
requires the approval of Hiram Walke- 
shareholders, and that Hiram Walker 
sole purpose in selling HWGW was to raise 
funds to beat off the Reichmanns' hostile 
bid. Despite all this baring of teeth, the 
most likely solution is an out-of-cour 
settlement. A representative from GuM 
Canada has already flown to London tc 
talk to Allied. 


IDB 


Develop . . . ог 
else 





WASHINGTON, DC 


The Reagan administration is making a 
vigorous attempt to reform the Inter 
American Development Bank (IDB) 
consensus backing some of the Ame 
changes emerged at a meeting of a com- 
mittee of the IDB's board of governors iri 
Buenos Aires on May 20th-21st. But the 
tough-talking Mr James Conrow, who 
handles poor-country matters for Ameri- 
ca's Treasury. is not satisfied. 

Hitherto, most IDB loans have been for 
specific projects, and have landed on the 
laps of Latin .American governments 
without any of the macroeconomic condi- 
tions applied by the International Mone- 
tary Fund or the World Bank. America 
wants the IDB to lend to broad sectors 
such as agriculture or energy as well, and 
to tie macro-strings to the cash. Americam 
officials are also unimpressed by some of 
the IDB's staff; they say the bank will need 
an infusion of macroeconomic specialists. 
In all this, America will get its way. 

More controversially, Mr Conrow also 
wants a change in the IDB's voting rules. 
At present. most loans are routinely ap- 
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коуей by votes of more than 50%. Mr 
‘onrow wants that changed to 65%— 
aeaning that America (34.5%) together 
vith Canada, or one of the two groups of 
turopean donors, could block loan pro- 
vosals which they disliked. 

Mr Conrow warns dissenters that 
America wants to channel some of its 
‘Baker plan" cash through the IDB. but 
vill do so only if it is sure the money will 
nd up in the right place. Otherwise, it 
nay send the money to the World Bank 
astead. Time is short, and the stakes— 
he IDB's increase in resources for 1987- 
!1—аге higher. The bank must sort itself 
mut within the next few months to give 
nember governments time to approve 
he reforms. The Americans and the IDB 
те hoping to reach agreement at the next 

ting of the bank's governors' commit- 
Paris next month. 


Auditors 


Musical chairs 


Most auditors inevitably get to know the 
lirectors of their client companies pretty 
well. So much so, that many an auditor 
tnds up as a finance director himself. But 
or some British companies, large ones in 
»articular, these acquaintances are begin- 
ting to fray as both the companies and 
iccountancy firms sharpen their competi- 
live instincts. Many companies are now 
»repared to put their audits out to tender; 
ind accountants, who once liked to re- 
zard themselves as the business world's 
zentlemen, are now more than happy to 
»oach a neighbour's clients. 

Changing auditors is still uncommon— 
ess than 5% of accounts a year are 
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switched—but it is growing. The UK 
Accounting Bulletin has, on a casual ba- 
sis, noted 277 audit-account changes and 
new appointments over the past 12 
months. Most were won by the big nine 
accountancy firms that now audit the 
majority of the larger firms in Britain: 
they won 262 of the changes and lost 119 
(mostly to each other). Firms outside the 
big nine won only 25 accounts (though 
changes in smaller accounts were more 
likely to have been missed by the maga- 
zine). The biggest winner was Ernst & 
Whinney, which had a net gain of 54; 
followed by Touche Ross with 37; KMG 
with 20; and Deloitte, Haskins & Sells 
with 13. Only one of the big nine suffered 
a net contraction: Peat Marwick, which 
lost one (though the firm says it gained 
clients unnoticed by the Bulletin). 

The biggest reason given for an audit 
change over the past year was the conse- 
quences of company takeovers—59 of the 
examples noticed by the Bulletin were for 
this reason. Generally the auditor to the 
acquiring firm does best out of this: as 
with Price Waterhouse, auditor to the 
clothes retailer Burton and now to Bur- 
ton's new acquisition, the Debenhams 
store group. Price Waterhouse did less 













































Twenty middling-sized firms of accoun- 
tants around the world have linked up to 
offer a global, but, they say, small and 
friendly service to international inves- 
tors. Saffery Champness, a 130-year-old 
City of London firm of accountants with 
26 partners and billings of £5m ($7.5m) a 
year, initiated the link-up, to be called sc 
International. The group includes part- 
nerships from Europe (among them Dr 
Ebner. Dr Stolz and Partners in Frank- 
furt); from Asia and Australasia (includ- 
ing Brogan and Partners from Austra- 
lia); from the Americas (the biggest is J. 
H. Cohn, a New Jersey partnership that 
is the 24th-largest firm in the United 
States); and from the Middle East. 

Compared with the big accountancy 
multinationals, 5С International is tiny. 
Its member firms have, between them, 
only 130 partners and 750 employees: 
not enough even to win a place in 
Britain's top ten and dwarfed by Arthur 
Andersen, the biggest firm in the world, 
with 1,700 partners and more than 
30,000 employees worldwide. But Mr 
Michael Dawson, chairman of Saffery 
Champness and the driving force behind 
the grouping. thinks that SC Internation- 
al can fill a niche. 

All the firms work predominantly for 
individuals. Saffery offers most of the 
services the big accountancy firms do: 
from auditing to tax to consultancy. Its 
clients include the Marylebone Cricket 
Club, which owns Lord's, the home of 





Preserving the wealthy 





` wealthy folk to whom it gives advice on 


well after replacing Ernst & Whinney as 
auditors to Dunlop when Sir Michael 
Edwardes became Dunlop's boss in 1984. 
After about six months, BTR bought Dun- - 
lop and replaced Price Waterhouse with 
its own auditors—Ernst & Whinney. 

The trend towards putting audit ac- 
counts out to tender is slowly growing. Of 
the 277 changes, 48 were for this reason. 
Other accounts were doubtless put up for 
tender and won by the original auditor at 
a lower price (and so do not register as 
changes). The government's belief in 
competition, which dictates that state- 
owned companies should put their audits 
out to tender, is in part responsible. Since 
January 1985, the National Coal Board, 
the Post Office and British Rail have all 
done so. 

Accountants are worried that tendering 
will lead more clients to see the audit as a 
commodity—as in America, where ten- 
dering for audits can be an annual occur- 
rence and can sometimes exclude the 
current holder from tendering again. One 
way for auditors to protect their accounts 
is to package consultancy or tax services 
together with routine audit work. Most 
firms have found that non-audit work is 
more lucrative anyway. 


cricket, and several public companies. 
But most of its customers are just 


investments and (legal) tax dodges. A 
year ago, the firm ran advertisements in 
magazines like Country Life (a country- 
house journal), in which it described 
itself as “wealth preservers". In these 
days of global markets, much of this 
business requires international informa- 
tion or else it goes overseas. 

Previously, when Saffery, or a similar 
firm in, say, Canada or Hongkong, need- 
ed advice on a foreign country, it had to 
go to one of the big accountancy firms, 
which have offices in dozens of coun- 
tries. But big firms tend to put these 
requests at the bottom of their work 
piles. By linking up with counterparts in 
other countries, the members of sc Inter- 
national can, with luck, preserve wealth 
for themselves as well as their clients. 
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; А. T marches on four legs 


companies talk grandly 
he long term it usually 
r short-term results 
A.T Industries (Bats) is 










#127 iion ($18.4 billion); its 
re-tax profit down 17% at £1.2 
Шоп. 
‘The managers of this vast mul- 
national enterprise, with only 
3% of its sales and. 10% of its 
rofit in Britain, say the figures 
re misleading; that things are 
wch. better than they. seem. 
a prédictable re- 
»onse. So is the blame the com- 
any puts оп “an adverse curren- 
ғ. Movement”, mainly а 
eakening » dollar, that pared 
193m off pre-tax profit in 1985. 
“scepticism is justified, it should 
ot spill over into outright cyni- 
ism. For short-term setbacks are 
ideed inevitable when a compa- 
y is placing two. big bets on its 
lon: 1 Strategy”, both of 
‘hi ust рау off ‘if it is to 
rosper. First, Bats is gambling 
yat it can successfully break its 
ependence on tobacco in a dif- 
erent way from that chosen by 
ег big. cigarette compa- 
econd, it is gambling that it 
in its traditional trading 
ouse structure, with about 100 
eople at its London headquar- 
и. Overseeing. a group with 
30,000 employees worldwide. 
brief looks at these gambles 
ssesses the chances of each 




















Conventional wisdom holds 
yat cigarette companies аге 
ood at making, marketing and 
istributing. branded: consumer 


products. Bats apart, this as- 
sumption underlines the diversifi- 
cation efforts of the world's lead- 
ing tobacco companies, which 
have made even greater efforts to 
reduce their dependence on ciga- 
rettes than {һе oil. companies 


have made to diversify away from 


oil—not always successfully (see 
chart). 

Philip Morris (pre-tax profit of 
$2.3 billion on sales of $16 billion 
in 1985) acquired the Seven-Up 
Company іп 1978 to get into soft 
drinks, and the Miller Brewing 
Company as long ago as 1970 to 
get into harder ones; It has found 
both sorts of products easier to 
sell than to profit from. In beer, it 
underestimated the ability of An- 
heuser-Busch, the brewer of 
Budweiser and Michelob, to 
shake off its complacency and 
mount a strong counter-attack 
against an interloper. In soft 
drinks, it underestimated the 
marketing muscle of Coca-Cola 
and PepsiCo, and has had. to 
retire hurt from the field. Unde- 
terred, Philip Morris last year 
reaffirmed its faith in branded 
consumer ‘products when it 
(over) paid $5.6 billion for Gen- 
eral Foods—a purchase largely 
financed by the Marlboro cow- 
boy, whose branded cigarettes 
contribute more than 20 percent- 
age points of Philip Morris's 36% 
share. of the American cigarette 
market. 

К. J. Reynolds Industries (pre- 
tax profit of $1.9 billion on sales 
of $16.6 billion) has taken much 
the same broad-based, consum- 
er-products approach to diversifi- 
cation: Nabisco, Del. Monte, 
Kentucky Fried Chicken; and 
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Heublein with its Smirnoff vod- 
ka, José Cuervo tequila and Wild 
Turkey bourbon. As a result, 
tobacco's share of its sales has 
come down from 72% in 1981 to 
49% in 1985. But in 1985 tobacco 
still accounted for 66% of 
earnings. 

Imperial Group (pre-tax profit 
of £235.7m on sales of £4.9 billion 
in 1985) also went into consumer 
products through beer (Courage 
Brewing) and foods (where its 
products include HP Sauce and 
Young's Seafoods). It wandered 
more adventurously, but also di- 
sastrously, into the American 
restaurant business by buying 
and then selling Howard John- 
son. This digression left it. so 
financially weakened that it was 
recently the prize in a takeover 
fight between Sir Herbert Laing's 
United Biscuits and Lord Han- 
son's Hanson Trust—a tussle 
won by Hanson with a £2.8 bil- 
lion bid. 

Like American Brands, the 
third largest cigarette company in 
America, which has diversified to 
take in life insurance, office 
shredding machines and the Pin- 
kerton detective agency; Bats has 
pursued a far less conventional 
diversification strategy. It reck- 
ons that branded consumer goods 
in industrial countries do not of- 
fer the organic growth it seeks. 
So tobacco apart (50% of pre-tax 
profit), it has concentrated its 
efforts on three other business 
sectors, none of them dependent 
on the manufacture of branded 
consumer goods: paper (12% of 
pre-tax profit). retailing (11%) 
and financial services (10% ). The 
remaining 17% of pre-tax profit 
comes from associated compa- 
nies (13%) and from peripheral 
businesses (4%). 

The result at Bats is a theme- 
less conglomerate, with even the 
most ingenious stock analyst hard 
pressed to find any synergy be- 
tween, say, Jockey Club ciga- 
rettes in Argentina, Idem car- 
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bonless copying paper, an Eagle 
Star insurance policy and ће 
Marshall Field department 
stores. Synergy is not, though, on 
Bats's list of objectives. What it- 
has tried to create is a group with © 
activities that provide a much 
better balance between near- 
term profits and long-term. 
growth than Philip Мор and 
Reynolds have secured in putting 
so many of their eggs. into the 
branded, consumer-products bas- 
ket. It is a balance easier to aim at 
than to achieve. In business, to- 
day's profits and. tomorrow's - 
growth are often conflicting ob- 
jectives, as Bats has discovered in 
its four favoured businesses. ^. 
€ Tobacco is a classic mature: 
business, generating far more 
cash than it absorbs, and helping 
to finance diversification. and 
growth for the group. In much of 
the developed world, tobacco is a 
declining industry—a "decline 
made worse for Bats by the. way 
its Brown and Williamson subsid- 
{агу in America has seen its share. 
of the American cigarette: market) 
slip from 14% in 1979 го 12%. 
(compared with Philip Morris's 
36% and Reynolds's 3296)... | 
In developing countries, ciga- 
rettes still offer the promise. of 
growth but many of the big mar- 
kets remain closed to foreign 
multinationals. . Brazil, . where: 
Bats's Souza Cruz has 80% of the... 
market, is a big exception. Alb 
the tobacco companies long for. 
China, which they see аѕ a coun- 
try of carefree chain-smokers, to’ 
become as welcoming. 
ө Retailing is a relatively steady 
business that can provide modest 
organic growth, at least when the 
stores are properly chosen. That 
is a big proviso. Bats's stores 
have provided almost as many. 
misfits as fits. Among the stores it 
wants to. retain are Argos, the. 
British showroom outfit, the 
Horten department stores in 
West Germany апа, in America, 
Ivey's and Saks Fifth Avenue. 


* Sales exclude financial services А 
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The misfits include Interna- 
tional Stores, a British supermar- 
ket chain sold to Dee Corpora- 
tion for £180m in 1984, and, in 
America, Gimbels, Frederick & 
Nelson, The Crescent and 
Kohl's, all of them either sold or 
up for sale. 
€ Paper is less boring than it 
sounds. Through Wiggins Teape 
in Europe, with its Idem paper 
and Courier and Conqueror 


ranges of stationery, and Apple- 


ton in America, the world's big- 
gest producer of carbonless copy- 
ing paper, the group has entered 
the specialty, up-market bit of 
the paper business. It could con- 
tinue to grow, albeit cyclically, 
for the rest of this century, with 
computers, word processors and 
other new office machines for the 
“paperless office" — generating 
more paper work than ever 
before. 

€ Financial services is the great 
white hope of the Bats empire. 
When Mr Patrick Sheehy, an old 
boy of Ampleforth, the Catholic 


-Eton, and an old West African 


and West Indian tobacco hand, 
took over as chairman in October 
1982 (all being well, his term runs 
to 1991), he searched for a busi- 
ness offering good growth into 
the twenty-first century. He light- 
ed on financial services. 

He did not want to buy a range 
of financial services (“buying a 
bit here and a bit there and 
putting them together—we are 
not competing with Warburgs’’) 
but a big, sound business serving 
consumers that could expand its 
operations from its existing base. 
Eagle Star, which became open 
to offers after repulsing a take- 
over bid from West Germany's 
Allianz Versicherung in 1983, 
was acquired for £969m. Hambro 
Life Assurance, a unit-linked life 
company, came in on the re- 
bound from the efforts of Mr 
Jacob Rothschild's Charterhouse 
J. Rothschild to create a financial 
supermarket. It was bought in 
1984 for £664m and renamed А!- 
lied Dunbar. Fortunately, Ham- 
bro Life's three main assets were 
acquired along with the compa- 
ny: Mr Mark Weinberg. Mr Joel 
Joffe and Mr Sydney Lipworth. 
All three are South Africans who 
have made names for themselves 
in the British life-assurance 
business. 

The bid by Imasco, Bats's Ca- 
nadian affiliate. for Genstar Cor- 
poration will give Bats a big fi- 
nancial presence in Canada but it 
has still to make its expected big 
leap into financial services in the 


` United States. 


These four businesses—the 
company describes them as the 
legs of a stool—offer the sensible 
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balance between mature and 
growth industries that Bats 
claims for them, and that Philip 
Morris and Reynolds lack. 
Where Bats lacks balance is in its 
geographical spread. 

Partly because Bats was for so 
long run by tobacco men who 
regarded the non-tobacco inter- 
ests as peripheral and partly be- 
cause the group has gone where 


ing with the elected left-wing gov- 
ernment to export stripped Bur- 
ley leaf to Bulgaria. 3 
Such an achievement is not a 
full substitute for foreigners on 
the board. Though 87% of Bats's 
turnover is outside Britain, its top 
managers are British either by 
birth or (like Mr Weinberg and 
Mr Lipworth) by choice. It is an 
extraordinary oversight by an in- 





Forward defensive 


its tobacco interests led, it has 
certain geographical weaknesses. 


The big gaps 


It is particularly strong in North 
America, West Germany, Brazil 
and (by dint of determined effort 
over the past decade) in Britain. 
It is inadequately represented in 
places where tobacco has been a 
state monopoly. These gaps in- 
clude France, unt Spain and 
Japan and much of the commu- 
nist world. In trying to build a 
greater presence in these coun- 
tries, and in more promising de- 
veloping countries, Bats faces 
several handicaps, some of them 
self imposed. 

First, foreign nationals on its 
board. Most of its directors have 
served abroad and its three non- 
executive directors offer the ex- 
perience of industry, banking and 
dealing with foreign governments 
that Bats seeks from them—Sir 
Campbell Fraser (industry) was 
chairman of Dunlop Holdings; 
Sir Jasper Hollom (banking) was 
deputy governor of the Bank of 
England; and Sir Michael Palliser 
(foreign governments) was head 
of the British diplomatic service. 

The group brags that it has 
failed to re-enter only one coun- 
try that kicked it out (Egypt). It 
trades successfully in the most 
unpromising places in the 
world—even Nicaragua, where 
its subsidiary TANIC is co-operat- 


ternational trading company but 
one that is easily put right. 

More difficult to change is the 
age uniformity of an all-white, 
all-male, all-British board. Con- 
ventional wisdom seems too of- 
ten bound to prevail. Eight of the 
nine executive directors were 
aged between 54 and 57 at the 
end of last year. The odd man in 
is 48 years old. This is a weakness 
for a company that takes pride in 
its ability to develop talent within 
its own ranks and which brought 
Mr Sheehy on to its main board 
before he was 40, and five years 
later started grooming him for 
the top job. Yet this mid-S0s bias 
will be hard to change without 
expanding the board to an un- 
wieldy size, particularly if, in con- 
tinuing its policy of making 
friendly takeovers whenever pos- 
sible, Bats brings the top men of 
companies it acquires on to the 
board. For they, too, are likely to 
be in their 50s. 

The management structure of 


the group also needs changing. — 


Bats is run on the best lines of the 


old British colonial service. The - 


big decisions on strategy, ap- 
pointments, legal questions, fi- 
nance and the group's public pre- 
sentation are made at head 
office. Otherwise much freedom 
is left to the managers in the 
field, the corporate equivalent of 
Britain's colonial civil servants. 
The business has naturally 


evolved in this way. When it was 





founded as the British-Americ 
Tobacco Company in 1902 in 
truce between two great tobac 
monopolies—"Butch" Duki 
American Tobacco Compa 
and Imperial Tobacco of t 
Wills, Players and other Briti 
tobacco families—it acquired t 
recipes, trademarks and expx 
business of these huge monop 
lies in the rest of the world. The 
in the days before aeroplane 
independence had necessarily 
be conceded to, say, managers 
East Asia unless the great whi 
chiefs in London were willing 
undertake a long sea voyage e 
ery year. 

Bats puts some bounds on loc 
discretion. However, the fina: 
cial limits on new investmen 
and acquisitions for a large su! 
sidiary, like the BATUS holdir 
company in Louisville that 
sees its American operations, 
much larger than those for Ar 
in Britain. Within this structur 
the group follows a bold policy « 
selling off interests that do not 1 
because they are too small or c 
not offer the prospect of "stror 
organic growth". These sales a) 
counterbalanced by acquisitior 
that promise to allow the grou 
to continue to raise its divider 
each year at well above the ra’ 
of inflation (the dividend th 
year was increased 17% to 12 
pence per share). , 

In pursuing this strategy, N 
Sheehy and other top men at Ba 
take pride in the way they sper 
much of their time on the roa 
talking to people at Bats's subsit 
iaries. It is a collegiate style « 
management. 

Without compromising th 
winning formula, Bats's top bra: 
now need to find a way of pusl 
ing through structural ch 
much faster than most of s 
sidiaries would like. That me 
head office taking control, like 
cat picking up a kitten and shab 
ing it, so that the geographic: 
and activity balance it wants | 
more quickly achieved. - 

So eu as so much discretion: 
conceded to local managers, it 
hard to see how Bats can correc 
its geographical imbalance c 
quickly as it ought. 

For the regional holding com 

nies—BA-TUS in America, Bati 
in West Germany, Souza Cruz i 
Brazil and their equivalents i 
Australia and Canada—have 
natural tendency to try to ir 
crease their relative size, and re 
ative importance, within th 
group. They cannot be allowed t 
get away with it if Bats is to fi 
the big gaps in its geographic: 
spread, and to become a multina 
tional rather than а multi-loc 
giant. 






te SMY a ms CUR 
| A 





zetting up there again 


WASHINGTON. DC 


merica has unfinished business in space. What is it? 


ive months after losing the Challenger, 
ie West's space programme is in tatters. 
merica’s three surviving shuttles are 
gu. leaving fewer than 30 un- 

nned, expendable rockets to launch a 
rowing backlog of cargoes. The expen- 
ables are going wrong. too. In April. a 
itan rocket exploded shortly after take- 
ff; in May. a Delta rocket failed. Eu- 
ype’s Ariane rocket blew up last week- 
hd. America, the nation that took men 
iumphantly to the moon in 1969, is now 
sking China to launch some of its satel- 
tes for a fee. 

This humiliation will not last. Fortune 
as blessed the National Aeronautics and 
pace Administration (NASA) with the 
jendliest White House since President 
‘ennedy’s. President Reagan turned the 
hock of Challenger into a celebration of 
ational resolve. Within cays of the acci- 
ent, he confirmed that NASA's next big 
roject—a permanently-manned space 
tation—would go ahead as planned. He 
Iso added a new goal: to develop a new 
ind of spacecraft, called a spaceplane, 
will put satellites in orbit and double 

hypersonic passenger aircraft. 

Mr Reagan's enthusiasm is mirrored, 
Ibeit fuzzily, on Capitol Hill. Space plays 
po central a part in America's image of 
iself for the Gramm-Rudman budget- 
utting effort to prevent Congress from 
oting NASA the money it needs to get out 
if its present mess. Rehabilitating the 
huttles is seen as à practical and symbolic 
тіогіќу: Mr James Fletcher, the agency's 
iew administrator, expects them to fly 
igain by July 1987. 

Challengers loss will, nonetheless. 
orce lasting changes in America's space 
yrogramme. It has ended the policy of 
lepending on the shuttle fleet for routine 
iccess to space. In future, America will 
ise a mixture of shuttles and expendable 
ockets. The air force has long been eager 
o shrug off its dependence on NASA. It is 
acing to build a bigger Titan, called the 
'omplementary expendable launch vehi- 
Ле (CELV), that will be big enough to 


launch most of the heavy payloads which, 
in the past, have gone on the shuttle. 
Meanwhile, immediate decisions must 
be made. The White House wants to 
approve the building of a replacement for 
Challenger: NASA considers a four-orbiter 
fleet essential to haul the modules of the 
space station into orbit in the 1990s. 
Congress will probably agree. It may not 
agree on where the $2 billion or more 
needed for the new shuttle will come 
from. If most of the cash is plundered 
from NASA's existing budget. the space 
station—and other big-spending NASA 
projects—will have to be postponed. 


Subject to scrutiny 

All this adds up to trouble, but trouble 
that is in danger of being exaggerated. 
The run of launching failures has, it is 
true, scotched many of the West's imme- 
diate plans for space. The Titan that 
exploded in April was probably carrying a 
$500m spy satellite—as was the Titan 
launched last August that went out of 
control and had to be blown up. The 
Pentagon may soon have too few spy 
satellites for comfort. Big scientific satel- 
lites grounded until the shuttles fly again 
include the Hubble orbiting telescope. 
and spacecraft destined to visit Jupiter 
and to circle the sun. Owners of satellites 
who transferred their bookings from the 
shuttle to Europe's launcher now find 
Ariane grounded as well. 

It will not be long. however, before the 
rockets are soaring again. Ariane is ex- 
pected to fly well before the end of this 
year: the three surviving shuttles by the 
end of next. The American air force's 
CELVs will start to arrive by October 
1988. By 1990, a replacement for Chal- 
lenger could join the fleet. Luckily, this 
period was—before the grounding of the 
launchers—going to be a slack one for the 
satellite communications industry. More 
transponders than are needed are already 
in orbit, following a surge of launches in 
1984 and 1985. 

If the immediate difficulties are being 
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resolved, another consequence of Chal- 
lenger is both more subtle and farther- 
reaching. The accident blew away the 
halo of success that has protected NASA 
for much of its life from close political 
scrutiny. Mr William Rogers’s report on 
the accident arrived on President Rea- 
gan's desk this week. His commission has 
uncovered evidence of neglect, and 
worse, before Challenger's launch on Jan- 
uary 28th. The spacecraft and its crew of 
seven were allowed to lift off from Cape 
Canaveral that day despite the frantic 
objections of engineers, who rightly 
feared that overnight cold might have 
damaged its temperamental rocket seals. 

These revelations have prompted ques- 
tions about NASA's purpose as well as its 
procedures. They have rattled its leader- 
ship. Mr Fletcher complained last month 
that NASA was being treated like just 
"another government agency". For the 
first time, people are asking what the 
space programme is for. 

That question was easier to answer 30 
years ago. when Americans went into 
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space for high adventure and to catch up 
with the Russians; or 20 years ago, when 
they overtook Russia and, with the Apol- 
lo programme, reached the moon. Na- 
tional prestige and superpower rivalry are 
still the main engines of spacefaring, but 
they are faltering. Evidence of that came 
last February, in the form of a new 
Russian space station, called Mir. 

Mir is not an elaborate space station, 
but it is flying, and flying at least eight 
years before the West's. Russia's cosmo- 
nauts were spacewalking last weekend, 
when the Ariane crashed. Yet Ameri- 
cans, who allowed themselves to be pan- 
icked by Sputnik in 1957, have greeted 
Mir with equanimity. Their indifference, 
Sherlock Holmes might have remarked, 
was the dog that did not bark in the night. 


Big projects are popular 


NASA learnt long ago that there was a 


limit to the money it could win by appeal-. 


ing solely to a sense of national pride. The 
rot set in after the moon was conquered 
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and when no shining new goal emerged to 
take its place. The agency's annual bud- 
get soared towards $20 billion as Apollo 
neared its peak, but shrank to about $7 
billion by the mid-1970s (all in 1982 
dollars, see chart). The agency thrives 
when it has a big project in hand. . 

After Apollo, NASA wanted that pro- 
ject to be the construction of a space 
station. It had to make do with the less 
grandiose job of building the shuttle. But 
the shuttle is clearly a means to an end. 
rather than an end in itself. So the agency 
entered the 1980s groping for new ways to 
justify spacefaring to its paymasters on 
Capitol Hill. 

By the time Challenger crashed. the 
case for space had changed. It was time, 


enthusiasts urged, to stop merely explor- 
ing space and start exploiting it. The 
exploiters' case has three versions: 

@ Satellites have turned space into a 
domain of worthwhile economic activity. 
More than 100 communications satellites 
are in orbit, earning profits for the people 
who make, launch and operate them. 
Two companies—Spot Image in France 
and Eosat in America—plan to get rich 
selling the images returned to earth by 
remote-sensing satellites. But no radically 
new opportunities for exploiting space 
are likely to emerge. This is the modest 
case for space. 

@ Since the early days of the space pro- 
gramme, scientists have been intrigued by 
the exotic things that happen in weight- 
less conditions. Crystals grow bigger; liq- 
uids behave oddly. Governments should 
provide companies with the means they 
need to find out whether they can make 
valuable things in space that cannot be 
made on earth. This is the ambitious case 
for space. 

€ Space is tomorrow's version of the new 
world, a bountiful terra incognita waiting 
to be harvested by the spiritual heirs of 
Christopher Columbus. Governments 
should establish a network of space sta- 
tions around the earth, and self-support- 
ing colonies on the moon and Mars, as 
first steps towards colonising the rest of 
the solar system. This is the visionary case 
for space. 

The visionary case received a consider- 
able boost from the National Commission 
on Space, appointed by President Reagan 
à year ago to take a long-term look at the 
civilian space programme. This commis- 
sion. chaired by Mr Tom Paine. a former 
boss of NASA, published a breathless 
report last month urging America to 
explore—and settle—the solar system 
"from the highlands of the moon to the 
plains of Mars". 


The manufacturing domino 

The Paine commission proposals are not 
(yet) administration policy. But the ambi- 
tious case, based on space manufacturing. 
already plays a bigger part in the space 
programme than many scientists think it 
deserves. The idea reached its fashion- 
able peak in 1984, when Mr Reagan was 
persuaded to let NASA start work on its 
space station. 

Plans for the station have been scaled 
down since Challenger (it will be smaller. 
and manned later, than originally intend- 
ed). but they are bound to dominate the 
West's space activities well into the 1990s. 
America expects to spend at least $8 
billion, and provide three of the station's 
five modules: a hotel for eight astronauts, 
a laboratory module and a warehouse. 
Japan and the European Space Agency 
(ESA) each want to plug in laboratory 








modules of their own; Canada will pro 
vide a mobile servicing centre. Astro 
nauts will begin to assemble the station ii 
orbit in 1992 or 1993. 

A space station could help man retur! 
to the moon or travel to Mars (see box oi 
page 81). But its configuration suggest 
that materials processing will be its maii 
function. In a space station, Presiden 
Reagan told Congress, scientists wouk 
be “creating jobs, technologies and medi 
cal breakthroughs beyond anything wi 
ever dreamed possible". 

All of this may come to pass. Severa 
companies that have grown crystals o 
purified drugs on board the shuttle clain 
to be encouraged by the results. But 
has earned any money. Sceptics d 
this 15 possible, unless the cost of gettin; 
machines and raw materials into spac 
drops far below its pre-Challenger aver 
age of $5.000 a kilogram. 

Indeed, the prospects for earning mon 
ey in space have. if anything. worsened ii 
recent years. In 1983, the Centre fo 
Space Policy. a consulting firm in Cam 
bridge. Massachusetts. predicted annua 
sales from space industries of $65 billioi 
by the year 2000. Last year. it lowered it 
forecast to between $50 billion and (mor 
probably) less than $20 billion. 

The new mood of caution set in wel 
before Challenger. America's McDonnel 
Douglas Astronautics Company (MDAC 
has been planning since 1977 to make 
drugs in space using a purification tech 
nique called electrophoresis. which can 
not be applied on a large scale on eartl 
because of the convection currents cause 
by gravity. Some  setbacks—delayec 


THE ECONOMIST JUNE 7 198 


à 
anco "Bi +> dl 2 


Pas ^ 
za = DATOS ual anh I9 EE... an i EL, Poesy ial uà үс 


ао ао ree RM 


The long haul to Mars 


Sending a machine to Mars is not much 
harder than sending one to the moon. 
Once out of the earth's orbit, it could 
coast away with little extra push. But 
sending a man to Mars is much harder 
than sending him to the moon. At its 
most distant, Mars is 1,000 times farther 
away from the earth—a quarter of a 
billion miles, compared with a quarter of 
a million. A one-way journey from the 
earth takes half a year. The equipment 
needed to keep a man alive and safe for 
that long weighs far more than a shuttle 
can lift from earth. 

Once there, astronauts would have 
little fun. In most parts of Mars, tem- 
peratures are perpetually below freez- 
ing. Dust storms shroud the planet for 
months at a time. The thin Martian 
atmosphere consists of carbon dioxide, 
with traces of argon and nitrogen. 

Nonetheless, Mars is the planet Amer- 
ica and Russia most want to visit. An 
unmanned Russian spacecraft is sup- 
posed in 1988 to inspect Mars's two 
moons, Phobos and Deimos. In a recent 
report, America's National Commission 


Not to scale 


on Space predicted manned settlements 
on Mars, or in orbit around it, by the 
early decades of the next century. The 
colonists will live in buried enclosures 
with atmospheres much like earth's. 
They will get their energy from solar 
power plants or nuclear reactors, and 
their food from greenhouses. 

At a time when America and Europe 
find it hard to get humdrum communica- 
tion satellites into orbit around the 
earth, such predictions sound faintly ab- 
surd. Yet the commission, chaired by Mr 
Tom Paine, a former boss of NASA, 
insists that they are realistic. The secret, 
the commission says, is to make settling 
Mars part of a careful, step-by-step pro- 
gramme. The first step includes Ameri- 
ca's existing plans for space: designing 
new launchers to replace the shuttle and 
putting a space station in orbit around 
the earth. 

The next step is to go to the moon. 
With a space station to start out from, 
voyages to the moon will be easier than 
they were during the Apollo pro- 
gramme. America will not need a mon- 
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strous rocket, like the Saturn 5, to break 
the earth's gravitational grip. And there 
is unfinished business on the moon. The 
six Apollo missions that landed took 
only a dozen people to the lunar surface, 
and none ventured more than five miles 
from his spacecraft. New expeditions 
would put camps on the moon's surface 
and stations in orbit around it. 

The commission reckons that the sci- 
entific work that remains to be done on 
the moon is enough to justify the ex- 
pense. But the moon would also serve as 
a laboratory to invent and test the tech- 
nology required for a voyage to Mars. 
Until then, nobody can be dogmatic 
about the best way to commute to Mars. 
The commission foresees an elaborate 
system of spacecraft and space stations, 
with astronauts shuttling between them 
(see diagram). It calls this system the 
"highway between the worlds". 

At the centre of its envisaged system is 
"cycler"—a space motel that travels con- 
tinuously, like a small comet, in a vast, 
elliptical trajectory around the sun, and 
crosses the orbits of both the earth and 


Mars. The cycler saves the energy that 
would otherwise be needed to speed up 
and slow down large spaceships. All the 
cycler needs to stay on course is an 
occasional nudge. 

If the commission is right, Mars-bound 
astronauts will travel first from earth to 
the earth-orbiting space station. From 
there, they will travel by space tug to the 
cycler. Months later, when the cycler 
approaches Mars, the crew will use an- 
other tug to transfer to a Mars-orbiting 
spaceport. A lander will take them to the 
planet's surface. The cycler will be spun 
to create artificial gravity. It must be 
capable of keeping its residents alive 
safely for years at a stretch: Mars com- 
muters who miss their connections could 
have no choice but to stay on board for a 
full cycle of up to four years. Because 
Mars takes twice as long to go round the 
sun as earth, the distance between plan- 
ets varies by a factor of ten between one 
year and the next. 

Making this grandiose plan affordable 
will probably mean exploiting some of 
the peculiarities of the Martian moons. 
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WASHINGTON, DC 


Both are tiny, and close to their mother 
planet. Phobos, with a 12-mile diameter, 
is nearer to the Martian surface than 
London is to Sydney. This makes it a 
natural space station—easy to land on 
and to leave from, thanks to its weak 
gravity. Phobos could be mined for fuel 
for rockets. 

The commission also ponders the pos- 
sibility of using a system of tethers— 
slender wires hundreds of miles long— 
extending up and down from the moon. 
It foresees an arriving spacecraft latching 
on to the top of the Deimos tether and 
sliding down to the bottom, From there, 
it could float down to attach to Phobos's 
tether and slide down to Phobos or to the 
Martian surface. A wire 1/32 of a inch 
thick could support a 40,000Ib vehicle. 

The advantage of this system is that it 
would employ a trick of orbital mechan- 
ics to save fuel. The whole system of 
tether, moon and spacecraft would have 
the same angular momentum whatever 
the position of the craft. As a result, a 
spacecraft descending towards the moon 
should, in theory, transfer some of its 


momentum to another craft coming up 
towards the moon. 

How fanciful are these plans? Presi- 
dent Reagan and Mr Gorbachev will not 
see people land on Mars in their life- 
times. The Gorbachev children might, 
but only if space technology improves 
rapidly. Engineers will have to devise 
cheaper, and more reliable, methods of 
launching and propelling spacecraft. 
Ecologists will һауе to perfect self-sus- 
taining ecological systems that use only 
sunlight and keep astronauts alive during 
their long voyage in space. So far only 
one system, a small glass sphere in which 
shrimps eat algae that grows on the 
shrimps' droppings, has been built. It 
works only because, for some strange 
reason, the shrimps do not try to breed. 

The effects of long spells in low gravity 
also remain to be overcome. Reports 
suggest that Russian cosmonauts have 
returned to earth with some of the symp- 
toms of severe cerebellar disorder after 
spending months at a stretch in orbit. 
The cerebellum is the part of the brain 
responsible for balance. 
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flights, botched experiments—were to be 
expected. More ominous is the emer- 
gence of cheaper terrestrial alternatives. 
MDAC’s first product was to have been an 
anti-anaemia drug called erythropoietin. 
In 1985, however, genetic engineers 
found a way to purify the drug just as well 
on earth. This cost MDAC its partner in the 
drug industry, Ortho Pharmaceutical. Af- 
ter that, Challenger was one setback too 
many. The erythropoietin programme 
has been shelved. 

The faltering promise of materials pro- 
cessing will have a domino effect. If you 
cannot make things in orbit, you do not 
need orbiting spacecraft to make things 
in. If you do not need spacecraft, you do 
not need launchers. That is one reason 
that America's Fairchild Space Company 
has dropped plans for a family of satel- 
lites, called Leasecraft, which it hoped 
would be used by MDAC. Other compa- 
nies are pushing gamely on: West Germa- 
ny's MBB/ERNO has built a materials-pro- 
cessing satellite, called SPAS; Space 
Industries of Houston has an agreement 
with NASA to build a satellite which it calls 
à space industrial facility. 

It is too early to give up on space 
manufacturing. MDAC still thinks it can 
make drugs at a profit in space. Other 
companies hope to grow gallium arsenide 
crystals for semiconductors in orbit. And 
if these plans fail, opportunities for doing 
worthwhile industrial research will re- 
main: experiments in weightlessness may, 
for example. help researchers discover 
the structures of proteins that can be 
adapted and turned into valuable prod- 
ucts to be manufactured on earth. NASA is 
making it as easy as it can for companies 
to stay interested. It offers free shuttle 
flights for pre-commercial research and 
pays for some earth-bound academic re- 
search on materials. 

What if the economic results of materi- 
als processing continue to disappoint? 
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The economic case for space will come 
increasingly to depend on the satellite- 
communication industry. When launches 
resume, this business should thrive—for 
the next five years or so. In the 1990s, 
however, satellites will face a challenge 
from the new optical-fibre networks being 
laid under the Atlantic and the Pacific. 
Satellites will continue to be needed for 
communications between moving points, 
or in remote regions. They will also find 
new uses: in navigation, remote sensing 
and direct-broadcast television. Butitisfar 
from certain that the demand for launch 
opportunities will continue to grow. 

Enter a heretical thought. Less than a 
decade from now, the West might—de- 
pending on the progress of star wars— 
have moved from a famine of launch 
opportunities to a surplus: a rocket moun- 
tain. It will own a space station in which 
scientists grow crystals of great interest to 
crystallographers. A new generation of 
spacecraft will be nearing completion: 
America's spaceplane; France's Hermes; 
perhaps even Britain's Hotol. Will the 
collapse of the ambitious case for space— 
the one based on space manufacturing— 
encourage governments to throttle back 
their space activities? 

They are more likely to rev up. and 
adopt a visionary case for space, along the 
lines of the one outlined last month by 
America's National Commission on 
Space. The economic argument devel- 
oped after Apollo has. after all. always 
been more of an excuse than a reason for 
going into space. So, to some extent, has 
the scientific case. Scientists have benefit- 
ed from NASA's activities, but do not 
always support its big projects. Most are 
lukewarm about the space station: they 
believe that unmanned ventures—like 
Voyager missions to Saturn, Jupiter and 
Uranus, or Giotto's trip to Hallev's Com- 
et—offer a more efficient way to learn 
about the solar system. America's Na- 


tional Academy of Sciences called last 
month for more scientific payloads to ride 
on unmanned expendables, fewer on 
manned shuttles. 


Bold vision 

The odium heaped on NASA since Chal- 
lenger has persuaded some of its planners 
that it was a mistake to try to justify the 
space programme by its economic or 
scientific benefits. It made the agency 
vulnerable to the cost-cutting pressures 
that led to Challenger, while failing to 
galvanise public support for the long-term 
goals of the space programme. These 
goals, as the Paine commission reflected, 
have little to do with making a better drug 
or a cheaper semiconductor. They are to 
do with enabling people to escape their 
dreary entrapment on a single planet. 

Is that just a dream? Leaving the solar 
system certainly is. The nearest “u 
Alpha Centauri, is 16 trillion miles, 
more than four light years away. At a 
typical modern spacecraft’s speed, that 
would take 300,000 years. Just conceiv- 
ably, with a still-fictional engine driven by 
nuclear fusion, laser beams or antimatter 
annihilation, it might be possible to reach 
one-hundredth of the speed of light and 
cut the journey down to ten generations 
or so. There is no guarantee that future 
generations would be grateful for the 
chance to spend their whole lives re- 
reading "A la Recherche du Temps Per- 
du" in a dark void—or that Alpha Cen- 
tauri would be worth the journey. Such 
journeys are acts of last resort. 

There is plenty of exploring to be done 
inside the solar system. The space com- 
mission's report likens the present stage 
of space exploration to the heroic age of 
polar expeditions: self-sufficient, brief 
and dangerous. Logically, the next step 
should therefore be permanent P 
stations like those that now dot the 1 
caps. The commission envisages stations 
in earth orbit, on the moon, on asteroids 
and then on Mars. 

Then where? The temperature on Mer- 
cury is nearly 300°C in the day and drops 
by 400 degrees at night. Jupiter and the 
outer planets are balls of gas, of great 
scientific interest, but not to be landed 
on—though some of their moons could 
make good space bases. 

Venus is more promising. It is the 
closest planet to earth and almost the 
same size. But there are big differences. 
On Venus, the sun rises in the west and 
the day is longer than the year. The 
surface is hellish: nearly 500°C, with pres- 
sure 90 times as great as on earth and 
scattered showers of sulphuric acid. 

Put this way, the case the commission 
makes for exploring and settling the solar 
system may look a bit thin. Do not 
assume, though, that it will not happen. 
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domestic and international mar- 
kets. They're all interconnected. 
Ecu bonds with currency 
and interest rate swaps, foreign 
exchange and interest rate op- 
tions - these complex products 
can outperform traditional ones. 
New York, London, Paris, 
Singapore, Hong Kong, Tokyo... 
Banque Indosuez specialists are 
in constant contact with each 
other and evolving market con- 


nections. 





Banque Indosuez, present in 


65 countries, opens up a whole 


world of opportunities. 


BANQUE INDOSUEZ - 


Head office : 96 boulevard Haussmann, 75008 Paris 


PARIS : yen bonds. La SINGAPORE : forward dollars. 
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From Godfather to 


entrepreneur 


MAFIA BUSINESS: THE MAFIA ETHIC AND THE SPIRIT OF CAPITALISM. By Pino 
Arlacchi. Verso. 239 pages. £12.95. Available in America from Schocken. 


On April 25 1982, Pio La Torre, the 
communist member of parliament who 
ad given his name to Italy’s proposed 
pnus laws, was gunned down on the 
treets of Palermo. Four months later, the 
same fate befell General Carlo Dalla 
Chiesa, the man who was dispatched to 
bring the criminals to justice and who, 
more than anybody, had been responsible 
for the defeat of the Red Brigades terror- 





Sicilian playground games that . . . 


ists. The double murders symbolised the 
emergence of a new, more frightening 
mafia, willing to kill top-ranking govern- 
ment officials. A week after General 
Dalla Chiesa’s murder, the Italian parlia- 
ment approved a version of the La Torre 
anti-mafia laws. 

The man who helped draw up that 
legislation, Mr Pino Arlacchi, has written 
the best account of how this new mafia 
:ame into being. If his book were merely 
that, it would be worth reading. But it is 
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more: it throws new light on the old 
mafia, on the international narcotics 
trade and on the history of modern Ita- 
ly—that strange, disjointed country, split 
between different economies and differ- 
ent languages. 

Mr Arlacchi, who teaches at the Uni- 
versity of Calabria and serves on the 
government's anti-mafia commission, be- 
gan his research in 1977-78 (he describes 
the work, with the understatement of the 
year, as presenting "certain special fea- 
tures, making it different from the usual 
investigation of social scientists"). The 
book therefore paints only the back- 
ground to the great trial in which 468 
alleged mafiosi stand accused in Naples. 
But it explains, as no other book has 
done, how the members of the new mafia 
came to be ostentatious, educated and 
international people, moving in the glit- 
tering society of Rome and Milan. They 
are as different as can be from the peas- 
ants of Calabria and Sicily, like Vittorio 
Emanuele Orlando who in 1925 said: 

We are speaking of the special characteris- 

tics of the Sicilian soul: and I declare that I 

am a mafioso, and proud to be one. 

Mr Arlacchi sweeps away virtually every 
received idea about the old mafia. There 
never was a mafia at all, he argues—at 
least not in the sense of a unified criminal 
organisation with rules and rituals, based 
on stable family relationships. There 
were only mafiosi, men of honour. To be 
a mafioso meant, for men, to have virility 
and the capacity to stand up for yourself; 
for women, it meant virginity or sexual 
modesty. These attributes complemented 
each other and their result was anarchy. 

A mafioso was not born but made; 
honour was open to all and the means of 
getting it was murder. So families fought 
other families over the honour of women 
and, between themselves, for authority. 
In Mr Arlacchi's view, individual vio- 
lence, family conflict and social instability 
characterised the old mafia. 

One result was that, in the areas of the 


mezzogiorno where the mafia was stron- 
gest, trade unions and mass political par- 
ties have remained comparatively weak. 
Conversely, much of the old mafia's pow- 
er derived from being a sort of legalised 
proxy for the government. The mafia was 
not (as is often supposed) a state within a 
state. The mafioso's power derived from 
his privileged access to the levers of 
power—organising election campaigns, 
repressing non-conformist behaviour, 
mediating in local conflicts. 

This old mafia was blown apart by the 
modernisation of Italy after 1945. In a 
state of continuous upheaval, it was un- 
able to withstand the mass emigration of 
labourers to the north, which stripped the 
mafia families of new recruits and, more 
important, interrupted the traditional 
chaotic renewal of mafia power from one 
generation to the next. At the same time, 


. . Luciano Liggio's accused of playing 





a group of politicians in western Sicily 
during the 1950s and 1960s was busy 
transforming the Christian Democratic 
party into an institution capable of run- 
ning the large public-works programmes. 

True, this did not mean the mafiosi 
were bypassed (between 1957 and 1963, 
80% of the 4,025 construction licences in 
the prefecture of Palermo went to just 
five people, men of straw behind whom 
stood the political elite and their mafia 
friends). But it meant that the mafiosi 
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were being harnessed by the Christian 
Democrats just as they were losing re- 
cruits. In short, the mafiosi were losing 
power and legitimacy at once. How 
should they react? The answer soon 
came: they would become entrepreneurs. 

In 1973, Paul Getty Junior was kid- 
napped by the mafia. The case displayed 
the return of an old barbarism: the vic- 
tim’s ear was sliced off and sent to his 
family by post. But it also showed the new 
mafia businessmen at work. The 1 billion 
lire ($17m) ransom they extorted was 
used to set up a trucking monopoly 
around a new industrial port in Calabria. 
For the first time, the mafiosi were being 
forced to act outside the bounds of their 
traditional culture. 

As Mr Arlacchi points out, a mafia firm 
has certain advantages over business ri- 
vals—and not just its readiness to wash a 
competitor’s brains down the gutter. The 
mafioso has aplenty the animal spirits 
identified by Keynes as the mark of the 
entrepreneur. Like the Jews in medieval 
Europe, or Pakistanis in modern Britain, 
the mafiosi live on the margins of society; 
‘money offers them a way of gaining 
power and prestige. Trade unions stand 
little chance in a mafia firm; wages are 
low and workforces fluid. Perhaps most 
important of all, mafia firms have access 
to large sums of money—not from illegal- 
ly acquired wealth alone but also from 
their influence over deposit-taking banks. 

The result is that, in parts of Italy 
today, mafiosi have a stranglehold on the 
construction industry and own millions of 
acres of olive farms (which means that, in 
addition to all its other iniquities, the 
EEC's common agricultural policy is inad- 
vertently subsidising the mafia). So pow- 
erful have they become that a “mafia 
premium " is built into the cost of public 
works: 15% above the normal sum. Inter- 
nationally, the entreprerieurial mafiosi 
have captured much of the world's nar- 
cotics business from the Marseilles clan 
which used to run it. 

If the mafia is now as much an econom- 
ic phenomenon as a criminal one, how 
should it be dealt with? Mr Arlacchi 
concludes with a powerful plea for chas- 
ing the new mafiosi into the heart of their 
power—the banks, the Euromarkets and 
their companies. Between 1982 and early 
1985, $500m-worth of illegally-acquired 
wealth was confiscated under the La 
Torre legislation. But as mafia businesses 
and financial markets become more inter- 
national, Italy's own laws are becoming 
inadequate. To defeat the new mafiosi, 
Mr Arlacchi reckons, international action 
is needed to separate the legitimate finan- 
cial markets from the market in dirty 
capital and the La Torre measures need 
to be incorporated into the national laws 
of as many countries as possible. 
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THE SIEGE. By Conor Cruise O'Brien. 
Weidenfeld and Nicholson. 798 pages. 
£20.00. 


Mr Conor Cruise O’Brien makes the 
mistake, in this panoramic history of 
Israel and Zionism, of announcing that 
his model was Edmund Wilson’s account 
of the rise of Bolshevism, “То the Finland 





Dreyfus's fate convinced Herzl 


Station". Mr O'Brien seldom attains Wil- 
son’s narrative power, although the sto- 
ries of Bolshevism and Zionism have 
much in common. Both show how effec- 
tively ideas can shape history—and with 
what unintended consequences. 

The first four chapters of “Тһе Siege" 
are the best. They deal with the heroic 
age of Zionism, the period that began 
with the Dreyfus affair and ended half a 
century later with the proclamation of a 
Jewish state in Palestine. 

In 1894, a French Jew, Captain Alfred 
Dreyfus, was convicted of treason. He 
was the victim of an anti-semitic plot: the 
evidence against him had been forged. 
Dreyfus was sentenced to deportation 
and to military degradation—a ceremony 
performed in the courtyard of Paris's 
Ecole Militaire. Standing in the courtyard 
was another Jew, Theodor Herzl. Herzl 
was the Paris correspondent of Vienna's 
Neue Frei Presse. What he saw convinced 
him that Jews had no future in Europe: 
they needed a state of their own in the 
biblical homeland, or even (if the doors of 
Palestine would not open to them) in 
Uganda or Cyprus. 

At the time, this idea was quixotic. 
Palestine was part of the Ottoman em- 
pire; hardly any Jews lived there. Yet in 
1897, Herzl persuaded 200 Jews from 24 
countries and territories to hold the first 


In the issue of May 17th, we called Mr 
Andrew Leigh. the administrator of the Old 
Vic, Mr Michael Leigh. Sorry. 





Zionist congress іп a casino in Basle. МІ 
O'Brien's description of Zionism's intri 
cate progress from Basle to Jerusalem is . 
model of clarity. 

The Zionist movement pursued tw 
strategies. One was political: it was imple 
mented by Zionist statesmen in the draw 
ing rooms of the great powers. Befor 
1914, Herzl courted the Germans and th: 
Turks; his successor, Chaim Weizmann 
courted Britain and America. Weizmani 
was a brilliant negotiator. In 1917, h 
wrung out of Britain the Balfour declara 
tion, which lumbered successive Britisi 
governments with a duty to "view witl 
favour" the founding of a national hom: 
for the Jews. In 1947, he talked Trumai 
into delivering a United Nations vote ii 
favour of partitioning Palestine. 

The second strategy was practical; à 
was played out in Palestine by the Jewisl 
idealists and refugees from the pogrom 
who swarmed into the country in Ё 
great aliyas between 1882 and 1928 
When the time came to receive the Jew 
who had survived Hitler, the Jewish com 
munity in Palestine—the Yishuv—hat 
formed itself into a robust communit' 
with a powerful underground army. 

Mr O’Brien tells the story of Israel’ 
early history with an approving zest that i: 
bound to annoy Israel’s critics. Yet, al 
though he is plainly an admirer of Israel 
he writes equally plainly about its blem 
ishes: its treatment of Israeli Arabs, thi 
hubris after the six-day war; the folly її 
Lebanon; the persistent inequalities be 
tween oriental Israelis and those fron 
Europe. 

Mr O'Brien is too good a historian t 
gloss over the fact that Jewish nationhooc 
cost the Palestinians their's. He doubt: 
whether a separate state for the Palestin 
ians can now be achieved. It seems : 
hopeless message. Yet it is one к 
affects all Arabs, not just Palestini 
consider the views of Sir Anthony Par 
sons, whose new book is reviewed below 
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THEY SAY THE LION: BRITAIN'S LEGACY ` 
TO THE ARABS. By Anthony Parsons. 
Jonathan Cape. 162 pages. £9.95. 


The “personal memoir"—which is hov 
Sir Anthony Parsons describes his book— 
is a risky literary device: it falls short o 
both autobiography and searching analy 
sis. Arguably, however, the Middle Eas 
has had enough of both in the past 40-odc 
years. This memoir brings a lighter, bu: 
no less penetrating, scrutiny to bear upor 
that period. 

Sir Anthony was Britain's ambassadoi 
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р Iran during the twilight of the Shah, 
hen its representative at the United Na- 
tons during the Falklands war, and final- 
y special foreign-affairs adviser (sum- 
noued forth from retirement) to Mrs 
"hatcher. All of which does less than full 
ustice to a career spent mainly in the 
Arab world: from soldiering in British- 
nandated Palestine after the second 
vorld war to diplomatic postings in Iraq, 
ordan, Egypt, the Sudan and Bahrain. 

Two things emerge from Sir Anthony's 
iccount of that period: his affection for 
he people of those countries, evidently 
eciprocated; and the poison injected into 
he region by the Palestinian tragedy— 
vhich, as the author admits, constitutes a 
arge part of Britain's legacy to the Arabs. 
[hat tragedy touches a chord of common 
Arab identity. The parallel is not luke- 
varm Europeanism but the instinctive 

nse of their unity that Americans feel. 
X often diplomats who recognise this 

dismissed as Lawrences of Arabia. 

Sir Anthony’s memoir offers no solu- 
ions. But it does offer, perhaps uninten- 
ionally, hope to those who despair of the 
Middle East’s future. When the eager Mr 
?"arsons was a young diplomat, his—and 
nost people’s—assumption was that Nas- 
rite republicanism would sweep 
hrough the Arab world, which would 
»ecome a focus of the competition be- 
ween East and West. 

Instead Nasser's Egypt has been inher- 
ted first by the pro-American capitalist 
‘egime of Sadat, complete with a peace 
xeaty with Israel, and now by President 
Mubarak. Meanwhile, King Hussein of 
Jordan and the tribal rulers of the Gulf 
states look at least as secure as the rival 
Ba'athists of Damascus and Baghdad and 
more secure than the latest set of Marxists 
in South Yemen. If conventional wisdom 

be overturned once, why not a second 
p- As Israel’s former foreign minister, 
Mr Abba Eban, used to say: Only peace 
is inevitable." 
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Madame Mao in Managua 





Another revolution is sweeping through Nicaragua. This one is cultural, 


MANAGUA 


et 


though it is connected with politics. With one of Latin America's 
foremost poets, Mr Ernesto Cardenal, installed as minister of culture, 
Nicaragua is seething with what its leaders call “cultural insurrection’. 
Against America or the Sandinists themselves? 


Nicaragua is an extreme example of a 
small, poor country struggling to find its 
cultural feet. Small and poor undoubted- 
ly: its 3.3m people have an average GNP of 
$1,400 each. And extreme for two rea- 
sons. First, because the country is, in 
effect, at war—literally, with the “соп- 
tras"; in words and ideology with the 
United States. Second, because it is, in 
some ways, a new country. 

In 1979, when the Sandinists threw out 
President Somoza, cultural life was mori- 
bund. The cultural establishment had 
been discredited. Popular culture had 
been stamped upon. Dance, for instance, 
had been one of Nicaragua's most vibrant 
forms of expression; by 1979, traditional 
dance-theatre such as the Gueguense was 
little more than a memory; other dances, 
such as the erotic Palo de Mayo (may- 
pole), had been commercialised. 

The new masters of Nicaragua saw the 
tasks of reviving the arts and of setting up 
a new Nicaragua as one and the same. 
There had been a radical political change. 
What was needed to reflect it? 

Literacy was the key. In 1979, half of 
adult Nicaraguans were illiterate. Within 
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a month of President Somoza’s over- 
throw, the Sandinists had announced a 
huge teaching campaign. Sixty thousand 
volunteers (mostly high-school students 
and fellow-travellers from all over the 
world), tramped out into the countryside 
to teach people to read and write. In only 
five months, according to UNESCO, they 
reduced illiteracy to 12%. 

If that is true, then Nicaragua almost 
overnight has become the third most 
literate country in Latin America (after 
Argentina and, Cuba says, Cuba). Even if 
Nicaragua’s claim is exaggerated, the 
contrast with the old days is startling and 
the benefits have begun to show up. 

The literacy programme has provided a 
new audience, and a new lease on life, for 
the country’s poets. Nicaragua has a long 
poetic tradition and has produced one of 
the best Spanish-language poets of this 
century, Ruben Dario. 

The programme has also revived and 
preserved the popular verse of rural com- 
munities, much of which is published by 
the ministry of culture (and some of 
which is dreadful). Everybody seems to 
be writing—even the army and the police 
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BOOKS AND ARTS 
force. We fought to restore civilisation to 
Nicaragua, they say; we should now take 
part in that civilisation. 

Aristotle thought poetics and politics 
were separate ways of thinking but the 
new poetry shows what can happen when 
politicians try to impose their own ideas 
on a culture. Mr Cardenal argued 
Maoishly that sonnets, rhyme and tradi- 
tional poetic forms should be banned—in 
theory so that peasant writers could cre- 
ate a new poetry. Mr Bayardo Arce, the 
junta's leading firebrand, railed that “we 
don’t want to see our new culture sliding 
back into the decadent forms we had 
before”. But culture in Nicaragua (as in 
other states short of totalitarian) has burst 
the political bounds. 

True, bookshops are stuffed with Cu- 
ban and Soviet books and censorship is 
rife. But it does not pass without fierce 
opposition. Take radio, one of the most 
important ways of reaching remote parts 
of the country. The government runs 
Radio Sandino, but there are a dozen 
national stations (including Radio Gue- 
guense, broadcasting classical music from 
dawn to dusk). In the newspaper El 
Nuevo Diario, Mr Augusto Sarmiento 
recently launched a full-blooded attack 
on Radio Sandino. Lamenting the poor 
quality of radio broadcasting, he went on 
to say “silence is preferable to the falsifi- 
cations, poor analysis and self- 
aggrandisement . . . that Radio Sandino 
transmits daily.” 

Or take newspapers. The country’s 
best known newspaper La Prensa is cen- 
sored and its literary editor, the distin- 
guished poet Mr Pablo Antonio Cuadra 
says that the Union of Cultural Workers 
has threatened La Prensa's writers with 
sanctions. But La Prensa is still published 
and Mr Cuadra has led the attack on Mr 
Arce. "Hitler used the word ‘decadent’ to 
exile the arts of the avant garde," he says. 
“Censorship is cowardice.” 

Mr Cuadra puts his finger on a problem 








Prose about the contras 


In the argument over Nicaragua, the 
anti-Sandinist “‘contra” rebels are paint- 
ed by their friends as freedom-fighters 
and by their enemies as sadistic killers. 
Mr Christopher Dickey, a correspondent 
of the Washington Post, spent a gruelling 
week with the contras in Nicaragua in 
1983. His description of them, With the 
Contras (Simon & Schuster; $18.95), 
though dated, is graphic and objective. 
Mr Dickey is a reporter who deals in 
personalities. Up to a point, this is how 
the contras should be described. The 
leadership shifts; so do the supporters. 
He writes of heroics on the battlefield 
and drunken shoot-outs at base camp. 
There were secret meetings with men 
from the CIA using false names. It was all 


rather remote from the geo-political _ 


struggle of East and West. 

An excellent section describes how the 
"secret war" started with a seamy clan- 
destine co-operation between the CIA 
and the Argentine army, which trained 
some contra leaders near Buenos Aires. 
Mr Dickey asks hard questions about the 
connection with the contras of Colonel 
Ricardo Lau (El Chino), who was associ- 
ated with the feared Office of National 
Security of the ousted President Somoza. 
Colonel Lau, it is clear from Mr Dickey's 
account, is not somebody to meet down 
a dark jungle path. 

Mr Dickey came to admire the brav- 


faced by both government and opposi- 
tion: "Since the Discovery, Latin Ameri- 
ca has been taking its cultural models 
from elsewhere. This Soviet-Cuban mod- 
el is just the latest." The influence of 
foreign culture—including that of the 
dreaded Yankee—is everywhere. 

The Sandinists' cultural policies have 
wide-eyed nationalism in them as well as 
gung-ho Marxism. It is this that has led 
them to try to get their own version of the 
cultural revolution presented to the out- 
side world. Gaining access to the world's 
media has, however, proved a struggle. 

Cinema has been a test-case. Before 
1979, Nicaragua had few technicians and 
almost no skilled cameramen or direc- 
tors. To begin with, Cubans and others 
helped Nicaraguans to pick up the cam- 
eras and shoot. Gradually, however, the 
Nicaraguans have taken over the work 
themselves. They set up a state film 
institute, INCINE, which made the short 
film, Alcino and the Condor" in 1983 (it 
was good enough to be nominated for an 
Oscar). The first full-length Nicaraguan 
feature, "Women of the Frontier", is due 
to be released on July 19th, the anniversa- 
ry of the revolution. 

Other visual arts—television documen- 
taries, photography, painting—show the 
same pattern: initial outside domination 
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ery, though not the bravado, of two 
contra commanders known as “Krill” 
and “Suicida”. He thought they had 
saved his life. Later, they ran amok, 
killing rivals and captives. Eventually, 
the high command ordered the execution 
of the surviving killers in the group 
which Mr Dickey knew. One of the 
contra leaders, Mr Eden Pastora (Com- 
mander Zero).comes out badly from this 
book. Mr Pastora, a hero of the anti- 
Somoza rebellion, earned the lasting 
contempt of journalists for cowardice. 
When a bomb exploded at a news con- 
ference he was holding, Mr Pastora 
jumped aboard a launch, abandoning the 
dying and maimed. 

Have things changed in contra-land 
since 1983? By all accounts, discipline 
seems to have been applied by trained 
officers. There is a new code of conduct 
which adheres to the rules of warfare. 
The main contra force says 35 cases of 
misconduct have been tried by its own 
prosecutor and 15 are being investigated. 

Mr Dickey fails to look closely at the 
chief of the main contra force, Colonel 
Enrique Bermudez. It is said that the 
Carter administration urged Somoza to 
put the colonel, then military attaché in 
Washington, in command of the Nation- 
al Guard to purge its many hard men. 
Yet he is also said to be a friend of “El 
Chino”. What kind of man is he? 





and increasing Nicaraguan self-confi- 
dence. Managua has been called “the 
capital of mural art". It is an imported 
skill, influenced by the Mexican muralists 
of earlier this century. But the Nicara- 
guans learn fast: propaganda daubs are 
becoming refined and expressive. The 
Videonic documentary studio was set up 
in 1981 with $120,000 from 14 int 
tional aid agencies. Its job is to prod 
documentaries for use abroad and to train 
Nicaraguan television journalists. The 
first spin-off studio is now run by Nicara- 
guans alone. 

It is not in visual arts, however, that the 
Nicaraguans have most successfully ex- 
pressed their “cultural insurrection" but 
in song. The guitar has become a symbol 
of the revolution and the songs, which at 
the beginning included such unlyrical 
themes as how to load a machinegun, 
have become gentle elegies about recon- 
struction and hope. 

There is little doubt that, for the mo- 
ment, the arts are flourishing in Nicara- 
gua. But so they did in the early years of 
Fidel Castro's Cuba. The danger is that 
what has been achieved by the Sandinists 
will be ruined, as it has been in Cuba, by 
the heavy hand of politicians trying to 
enforce what they have so far had the luck 
to encourage: a flourishing culture. 
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:(1 95 + 75p for each 
Postage: 1 nook £1.95 Top 


Registration (£1.10 if required) Exe: 


TOTAL E с 
C] Lenclose my cheque payable to The Economists Bookshop 


.. Please mail to The Economists Bookshop, Clare 


, Portugal Street, London WEZA 


US Gastoniers only send orders tà World Bank Publications, 
РО Вак 37528, тиот 20013, USA. | 
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COURSES 





| E. | prehensive 
I ene ‘al Management 
.. Programme 









um Thos experi ienced managers who come to 
London from all over the world share a common 
purpose. They have been identified as having 
* Senior management potential in their 
enterprises, and require access to the full range 
- of management skills and techniques to fulfil 
. that promise. 


The London Programme covers financial, 
marketing, organisational, and planning skills i in 
depth, but uniquely shows how they can be 
effectively used together in the decision making 
process. Many of the men and women who have 
attended the forty two London Programmes that 
we have run now occupy senior positions in 
their organisations. Entry standards are high 
and there are a limited number of places 
available. For further details fill in the coupon 
below or telephone or telex the Programme 

.. Registrar, Geraldine Jackson. 


The London Programme 


5 October—12 December 1986 
Course Fee, inclusive of Residence: £7,950 
Programme Director: Patrick Barwise 





Um UM RÀ ——— 


Please send me further information on 
The London Programme 


| Name 
- Address. 


__ Position 














Company name 





London Programme 
London — School, Sussex Place, Regent's Park 
London NWI 45А Telephone: 01-262 5050 

ccoo Telex: 27461 LES кохе 


| 

| 

Tel | | 
| | 

| 

| 

| 










Маа the Enterprise/August 3-30 
For general managers and senior function 
executives. Tools 









International Management/September 28-October 24 
For general managers. Global dimensions of 
competitive strategy, finance and economics. 













Business Strategy Programs 




















International Strategy/October 26-31 
For managers who compete inter пошу: 


Management of Financial Services: — 
Strategy and Implementation/ Octob. 31 

For managers of financial services businesses, New 
techniques for competing in a fast-changing business. 









Marketing and Sales Programs 











Marketing Management/Septembe 21- ) 
2-7 (Santa Barbara, Californi н 

For marketing and sales manag 
solving marketing problems. ~ 


Sales Management: November 16-2 
For regional and national sales managers. .. 
Integrating sales and marketing strategies. 









Financial ринин рК кате 


Accounting and Financial Management for t. 
Non-Financial Executive/November 2 
An overview of tools for financial analy 
business. | 









Financial Managisieht/Sibéenbes 14-1, 1986 
For financial managers. Financial planning and control 
techniques. ; 


Except where noted, all Executive Programs will be 
held at Arđen House, a magnificent mounta: 
estate, 50 miles north of. New ; 


For more information, contact: 
Executive Programs 

888 Uris Hall, Columbia Business School 
Columbia University 

New York, NY 10027 


(212) 280-3395 ext. 88 Telex: 968862 EXEC PROG N YK 














FECTIVE MANAGEMENT IN SHIPPING 
OXFORD UK 

Effective mnaniagement of shipping costs and revenues is critical in ensuring 

: ‘ational viability in today's uncertain marketplace. Recognising this 


“Shipping Consultants is running a two-week residential 
g a thorough insight into the economic, financial and 


@ Revenues and Profitability 
1 © Forecasting Techniques 
ge Costs @ Chartering Decisions 


d Operation Costs 
@ Voyage 
-© The Charter Market @ investment Strategies and Options 


to Lloyd's of London and The Baltic Exchange, 
representatives from the City of Landon. 
i Revenues will run from 5-17 October 
E 


34 Brook Street 
London W1Y 2LL 
England 


Telephone: 01-629 5362 Telex: 21167 (HPDLDN С) 


The Oxford Corporate 
Finance Programme 


6 Oct-29 Nov 1986 (part-time) 


This new and exciting part-time programme, 
designed for managers whose individual | 
1 s now require a deeper understanding 
ihe ions that produce profit, draws on 
Templeton's proven expertise in this field, It meets 
on fourteen evenings in London and three 
weekends in Oxford. The programme is suitable for 
managers in both non-financial and financial — ' 
companies. It is for managers who wish to learn 
тоге about corporate finance, accounting and 
- financial analysis within a relatively short space of 
time outside office hours. 


© Price: £1,750 including dinners and residential 
weekends. 
Course Director 
Dr. Jack Broyles, Fellow in Finance. 
For further details apply to Michaela Bargent, 
Tel: (0865) 735422 Telex 83147 айп TEMCOL 
Telecopier (0865) 736374 


» Templeton College 


Охо Centre for Management Studies Oxford OXI SNY 


APPOINTMENTS 


SENIOR BUSINESS 
ECONOMIST 


The British Sulphur Corporation is the world’s leading special- 
ist consultant and publisher for the fertiliser and related 
chemical industries. Based in London and New York it advises 
private companies, governments and international organisa- 
tions worldwide. 


A senior business economist is required for British Sulphur's : 
Market Studies Consultancy Group. Candidate: d be: 
qualified in economics, agricultural economi 

related discipline. They, should have solid experien: 

ore and interpretation of international m 

fertilisers, agricultural chemicals, agricultural c 

basic chemicals. Alternatively they should ha 

with corporate planning in a company directly i 

of these fields. p 

A knowledge of French and/or Spanish would be à 

tage, and the ability to write well is 

under the age of 28 are unlikely to 

experience. | 


This is a major opportunity with a member. 

group of consultancy companies. Basic salary wi 
the range of £15-20,000 depending upon qualifica: 
experience. "i 


Please send CV to: 


General Manager, Consultancy, 

The British Sulphur Corporation Ltd., 
Parnell House, 

25 Wilton Road, 

London SW1V 1NH 


Tel: 01-828-5571 


WW. 


28 


TR Commonwealth Secretariat 


Seeks candidates for 


ADVISERS, DEBT RECORDING 
AND MANAGEMENT 


A number of Commonwealth countries are sewing. up computerised . 
systems for debt recording and management, using sottware developed by 

Commonwealth Secretariat. Resident advisers are required toassistin. 
theimplementation ofthe system, including the installation of the software 
for a period of not less than 12 months. 


DUTIES 


To assist in the preparation of an inventory of loans, inthe transfer of this ©: 
information to computer coded data entry sheets, and entering informa- =. 
tion from the data entry sheets into the software, assist in the installation of = 
the software and its use, and the generation of reports; assist in using the 
software for policy analysis and management; train local staff in all aspects: 
of the above; develop and recommend a workable organisation’ and 
procedural system for interaction between users. | 

Applicants should have a good Honours Degree with some experience in ©. 
externaldebtand computer programming. À good graspof the basic details И 
ofloan agreements, including the terms of repaymentisexpected. Training >- 
experience in a developing country environment would be an advantage. 


The Advisers would be fully trained by the CFTC's Technical Assistance 
Group on the DRMS before undertaking the assignment. 


Emoluments package free of local tax. Housing allowance, education 
allowances, installation grant etc. 


Full details and application form from: А 
Marlborough House, Pall Mall, London SW1Y 5HX 
Te ephone: 01-839 3411 Ext. 8151 





COURSES . 


(University — 
de la Romande 


International University offers 
<: external degrees, Full credits for 


EXTERNAL DEGREE 
PROGRAMMES 


Master-of Business Administration and 
Doctor of Business Administration. Op- 
tions available in Health Administration 
and in Sports Management NORTH- 
LAND OPEN UNIVERSITY, GLEN- 
WOOD CENTRE, 210 AYLMER ROAD, 
AYLMER, QUEBEC, CANADA, JOH 
142. (819) 684-8555. 


For Life, Academic & Work 
Degrees for people who want to be more effective and 
secure in their Jobs or Professions. 


LEARN FRENCH | 


The intensive way and in real im- 

mersion. This means living if one of 
the most pictiresque regions of 

France and really becoming fluent. 

Also vacation and learning plan: 

Cultural programme in Paris. Win- 

ter programme on the French Rivi- 

era. State age, goal level and time | 
available. 


The French and American Study 
Center, BP 176, LISIEUX 14104 Ce- 
dex——FRANCE. Tel: 31.31.2201. 


Speak a language 


{THE CIFT OF A LIFETIME) 


Energy 


Earn. а BACHELOR'S MASTER'S or DOCTORATE Degree by 
utilizing your life and work experience. College equivalent credits are 
given your job, military, company training, industrial Я 
Seminars On business experiences. We accept college credits no 
malter when taken, No residency required. 
‘Our graduates are recognized for their achievements in business and 
industry. We will assist you in completing your degree requirements 
without formal classes or seminars at your own pace and time 


Send detailed résumé on work Ме and acadermc experience for a no 
cost evaluation 


| PACIFIC WESTERN UNIVERSITY 
APPOINTMENT 


italian Russian 
Japanese Spanish 


600 М Sepulveda Віма, Los Angeles, California 90049 Dept 137—USA 


A омин. LT тотты SUMMER «омиин осна RAM! eS AMAT seem Nemes cH антенн London WG 28 


THE EUROPEAN INVESTMENT BANK 


is the European Community's Bank for long-term finance, 


finances projects in the Member Countries of the EEC and in 
over seventy other countries in the Mediterranean, Africa, the 
Pacific and the Caribbean. Its staff are recruited from Member 
Countries and work in multinational teams. 


The Bank is currently seeking, for appointment to its Research 


' Economist 


(m/f) (up to 35 years of age) (Ref. ET 8605) 
(with about 5 to 10 years practical experience) 


The person appointed will participate in the economic evaluation of energy investment 
projects submitted to the Bank for financing in Member Countries and perform energy 
Sector work. 


Candidates should possess a university degree in economics with a strong 
background in quantitative analysis and experience both in the economic evaluation 
of energy projects and the preparation of energy sector studies. 


Candidates must be nationals of an EEC Member Country and be fluent in either 


Why not give yourself or someone close 
d 


Thal 
Turkish 
Urdu 


Suite 685: 31 Kensington Church 51 


(011937 1647 


St, New York; NY 10017, USA. = 


1 Graduate Tutorials, СТАС Associates, 
FREEPOST, London WS 4BR. 
- 5... Tel: 01-993 3983 


EXPERIENCE COUNTS! 
NON-RESIDENTIAL 
DEGREE PROGRAMS 


Proltesionais in any fid may apply for al-a-distince. 
Rachelor's, Master's or Doctor degree programms in 


Novato, CA 94947 (415) 382-1600 ч 


STUDENTSHIPS ^ 
University of Reading 
Department of Economics. =" 


ESRC RESEARCH LINKED 
STUDENTSHIP. - 


English or French, and have a good command of the other language. Working 
knowledge of a 3rd community language would be an advantage. 

The Bank offers attractive salaries and benefits including family and education 
allowances, pension scheme and health insurance scheme. 


Applications, accompanied by a detailed curriculum vitae and photograph, quoting 
reference number ET 8605, should be submitted to: 
EUROPEAN INVESTMENT BANK 
Recruitment-Training Division 
100, Bd Konrad Adenauer 
L-2950 LUXEMBOURG 
Applications will be treated in strictest confidence. 


Applications are invited for a three year 
Studentship. tenable: from 1 October 
1986. to-pursue a research project 
teiated-to Global Competition, the Lo- 
cation of MINE Activity and UK industri- 
at Policy. Applicants should possess or 


Ot germane subjects. Further 
E з May бе obtained directly from 
Professor John Н. ing. Depar- 
‘po ment-of Economies: University: of 
padin O Bos 2) B. WiiteRnights. 

Berks Ri 








Ii ited from hss dis- 
leaching and research in 
onomics for appointment 


‘Chair is Опе of five in the 
tof Economics. 


| applicant would be ex- 
d to ake up. duties as soon as 


рр ations: close with the Registrar of 
the University оп 30 June 1986. 


ТҮ POLYTECHNIC 
OF THE ENVIRONMENT 
TMENT OF URBAN AND 
REGIONAL STUDIES 


postgraduate 

; Administration 
and Urban апа. Regional Planning and 
associated tec an 


The preterréd сап ate is: likely:-to 
“Possess a good honours. degree. in 
economics. or. urban economics and | 
4 relevant teaching experience. A-high- 
et degree would be an advantage as 
“would membership of the RICS, IOH 
4 or RTPI Specialist interests may in- 
clude: ‘thé application of economic 
nciples to the property market. pub- 
/ te property dinance and urban 


4,046 (bar) £15, 045 
n forms and further details 


To: discuss. the post informally ring 

| ael Green, ext 2336. 
interested in a Job Share 
г will receive equal 


Polytechnic is an Equal 
tes Employer. 


THE AUSTRALIAN 
NATIONAL UNIVERSITY 


: Applications are invited from suitably 


qualified men and women for appoint- 
ment to the following position 


Department of 

Economics 
POSTDOCTORAL 
FELLOWSHIP/RESEARCH 
FELLOW/SENIOR 
RESEARCH FELLOW 


Applicants should be economists inter- 
ested in contemporary situation. and 
policies. These provide scope for a 
wide. range of theoretical and applied 
research work. preferably with rele- 
vance to the Australian economy. The 
current interests of the Department and 
the associated Centre for Economic 
Policy Research are in labour econom- 
ics. welfare issues. protection policy. 
inflation, unemployment and macro- 
economic. policies generally However 
applicants with different areas of inter- 


> est are not excluded: from consider- 


ation, The Department is devoted en- 
tirely to research and. supervision of 
PhD: students. it is-hoped that the 


> appointee will bé able to take up duty 


late in. 1986 or early in 1987 
Closing date: 18 July. 
55.21.53. 


Conditions of appointment: salary. will 
be ín accordance with qualifications 


1986. Ref: 


and experience within the range: Post- 
doctoral Fellow Grade 1 (at a fixed 
point) $А23.473-$А26.889 per annum: 
Research Fellow $A27.233-$35.777 
per annum: Senior Research Fellow 
$A38,042-$A45.376 per annum; ap- 
pointment unless otherwise stated will 
be: Senior Research Fellow/Research 
Fellow normally up to three years with 
the possibility of extension to maximum 
of three years. Grants are provided 
towards travel and removal. Assistance 
towards housing is given to an appoin- 
tee from outside Canberra: Eligible ap- 
póintees will be required to join the 
Superannuation Scheme for Australian 
Universities. Maternity leave is avail- 
able. The University reserves the right 
not to make an appointment or to make 
an appointment by invitation. at апу 
time 


Applicants should quote the advertise: 


ment reference when requesting. fur- 
ther particulars and when submitting 
applications, which should be forward- 
ed to the Registrar of the University; 
GPO Box 4. Canberra. ACT 2601, 
Australia. Further. information. also 
available from the Secretary General, 
Association of Commonwealth Univer- 
sities (Appts). 36 Gordon Square, Lon: 
don WC1H OPF 


The University is an equal opportunity 
employer 


NEWCASTLE UPON TYNE 
CHAIR pd 
AGRICULTURAL ECO! омс: 


Applications are invited for the 
Chair of Agricultural Econom- 
ics which will become vacant | 
on the retirement of Professor 
J. Ashton. Applicants are ex- 
pected to have interests in an- 
alytical Agricultural Economics 
and a good record in research. T: 
The appointment will carry with 

it the Headship of the Depart- 
ment of Agricultural Econom- 
ics for an initial period of five 
years. 


‘The successful candidate wili | 


take up appointment. 


tained from the f "Deputy А 

trar, The University, 6 Kensing 
ton Terrace, Newcastle 
Tyne NE1 7RU 


from outside the U huy sub- 
mit one сору: only). 


The youngest Faculty of Economics in the Netherlands was established : 

in 1984 at the University of Limburg at Maastricht. This rapidly growing 
Faculty experiments with problem-oriented learning in its curriculum 

Research aims at integration of economics, business administration, 

social sciences and quantitative methods. Education and research are: 
particularly focused on problems in the fields of labour, Technology and 

the Public Sector. 


The Faculty seeks applications for the position of 


associate professor of | 
financial management . 


Applicants are expected to have a broad educational and research 
experience in Treasuring, Controlling and/or Financial Management. 
Theory. They should have completed a doctoral dissertation and have 
published a number of high-quality contributions to this area. In addition, 
they should have demonstrated management qualities іт ап academic or © 
business organization. Appointees should attain fluency in Dutch. The ~ 
Faculty will provide for appropriate language courses. 


The academic ranks in the Netherlands are built up as follows: research 
assistant, assistant professor, associate professor, full professor. 

Associate professors are expected to contribute to education, research. 
and administration with a great deal of independence. The tenure decision - 
of this position is made after 2 years. Salaries are in the range of Dfi. 6.182 

to Dfi. 8.045 per month, dependent upon education and experience. ~ 


Further information can be obtained from Professor Paul van Loon, 
tel. (43) - 888841 or Professor Hein Schreuder, tel. (43) - 888129. 


Applications are expected in writing within three weeks after the 
publication of this announcement. Please address applications to: 
Rijksuniversiteit Limburg, Dienst Personele Zaken, P.O. Box 616, 
6200 МО MAASTRICHT, The Netherlands and refer to "vacaturenummer 
6079" on both the letter and the envelope. І 


Ri iiksuniversiteit Limburg 





APPOINTMENTS. o — 


Milton Keynes continues to be one of the UK's leading economic growth 
centres, attracting many internationally famous companies. Their arrival is 
due, in part, to the efforts of the Economic Development and Research 
Group, responsible for the formulation and implementations of the economic 
development policies of the Development Corporation. 


Senior | 
- Economic Researcher 
£11,091 - £12,039 


The successful candidate's brief will be to undertake a variety of economic 
. development research projects. You will assist on the identification of UK and 
overseas companies for which Milton Keynes offers an ideal business 
. environment, and contribute to the further development of the successful 
Information Technology strategy for the city. 
2 Те character of the group is innovative and results orientated, and similar 
qualities will be sought in the person we select. A graduate, you will have had 
at least 3 years experience in economic development or market research, 
characterised by evidence of an ability to act and react to short deadlines. А 
sound understanding of the relevance of new technology to urban and 
business development, and knowledge of the industrial growth sectors in the 
. UK and overseas is desired. Candidates with less appropriate experience will 
be considered for appointment at a lower grade. 

The Development Corporation's conditions of service are excellent, 
offering a minimum of 24 days annual leave, free life assurance, a choice of 
Superannuation schemes and a generous relocation package. 

Please write to the Personnel Manager, with detailed СУ, quoting 
reference E/003, no later than 20th June, 1986. 


MILTON KEYNES 
DEVELOPMENT CORPORATION 


SAXON COURT, 502 AVEBURY BOULEVARD, CENTRAL MILTON KEYNES MK9 3HS. 


Economist and 
Research Officer 


circa £10.500 


and direct sources. 


Subscription rates; 


ЕТА is the fifth largest trade association in the Country and represents the UK (Fist Clase; 
transport interests of trade and industry, from the largest mutt-nationals to 


Elsewhere (Ашту!) 


University of Liverpool 


- Centre for Urban Studies 


RESEARCH STUDENTSHIP- 
Applications are invited from good hor 


оше graduates (or those about to grat 


uate) in économics, geography or rela 
ed. subjects or a  thfee-yer 


"studentship: leading to a PhD. Th 


successful candidate will work on 

project entitled "А minimal demo-ecc 
nomic model for Merseyside'" (superv 
sors: Dr. P. W. J. Batey and Dr № 
Madden, Department of Civic Desigr 


; Tel: 051-709 6022, ex 2525). 


Applications, including curriculum vitai 
and names. of two eferees, should bi 


Department of Civic Design, The Uni 
versity, PO Box 147, Liverpool: L6t 
3BX, as soon as possible. | : 


University of Otago — Г 
Dunedin, New Zealand 


LECTURER OR SENIOR LECTURER 
IN ECONOMICS 


Appiications are invited from those witt 
experience in any field of economics 
but applicants with an interest in teach 
ing. Monetary Policy, Money and Bank 
ing or Econometrics may be preferred 
A particularly. well qualified candidate 
may be appointed ава Senior Lecturer 
Salary according 10 qualifications, anc 
experience will be within the followinc 
Scaie: Lecturer N2Z$28.000-$35,000 
Senior Lecturer NZ$37.000-847,000. 


Intending applicants: should write for 
further. particulars, available from the 
Secretary ^ General,’ “Association... 
Commonwealth Universities - (Appts). 
36: Gordon Square. London’: WC1H 
ОРЕ, ot from the Registrar of the Uni 
versity, PO Box. $6, Dunedin. New 
Zealand, ^. | 


Applications с 


For the past 12 years the EXECUTIVE EMPLOYMENT BUL has: 
helped executives find top international positions. Mailed ine beginning 
of every week, it contains advertisements for over 90 senior management: 
positions reproduced verbatim from ieading European and US publications 


10 weeks. 25 weeks... © 50 weeks 


£22.80 r48.00 £84.00 


0554200 09589.00. 9515800 


‘Smali local businesses. In the transport sector the quality and effectiveness 
Of FTA’s work on behalf of its members is second о попе and we now need 
а bright young professional economistto use his or her skilts to expand and 
develop our policy influence. 
< This is a new postin the:Planning and fntormation Directorate based at 
Tunbridge: Wells headquarters. It will involve bneling and reporting to 
ior FTA staff and leading transport. businessmen. The successiu! 
а { t likely be 25 to 30 years old with a relevant degree and 
‚оте experience wo n-an industrial or policy environment. Good 
“communication skills are vital 7 4 
- Applications should be made in writing with full Curriculum vitae. marked 
‹ coniidential, 40: RES 2 a 


Richard Turner, Director of Planning and intormation, 


3 Freight Transport Association. Hermes House. 
< St John's Road, Tunbridge Wells. Kent TN4 902 


H o Executive Employment Bulletin. Dept J53. PO: Box 169. Maidenhead: Berkshire SL6 18a, 
ngland. D si ў 


— ——— eo i а 
Piease send me the Executive. Employment Bullets for s DENT NOE 
ienciose my cheque іо. andas. ~ Please charge my 
Diners Club CC Visa 7 Accesso i ; Eurocard sa Amencan Express 7 
Card No t x Expiry Date € 
NAME us : 


ADDRESS .................... 
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TALIAN RIVIERA, near Alassio. Beau- 
"ful country villa, three miles from sea, 

72,000. Clemens, 87 Kennington Park 
Road, London SE11. Tel: 01-735 5898. 





APT IN SWITZERLAND 


(ОКМ to Interlaken, above Lake of 
Khun, 1200m, view on mountains, 
grould floor 87m2, fully equipped, 2 
garages, terrace to south, garden, per- 
mission for foreigners, residence in 
Bparthote! (no obligation to let), all 
Summer and winter sports, price idea: 
ISFr240,000—negotiable. Box No 


3485. The Economist Newspaper Ltd. 


Industrial and residential properties. 
Riverside E Approved for devel- 
opment. Con 


Mr John C. Jr 
Neely, - 


23 N. Franklin 
Chagrin Falls, Ohio, USA 44022 


PRESTIGIOUS 


PALLADIAN RESIDENCE 


Surrey, close M25. Easy for airports and 
London. А е, views and 


IDEAL FOR THE RIGHT BUSINESS 
IMPRESSION 


Mountain Resorts. 
ege priced. О el m Visits 


CLOBEPLAN S-A., Av. ча торса 24, 
Tel: [v 223812 Th Te 25185 MEUS CH 


Own your own home at breath- 
taking L'Alpe des Chaux, 

with commanding views of the 
Alps, skiing to your door, only 
90 minutes from Geneva. Fee 
simple ownership. Financial and 
social privacy assured. Chalers 
from SF620,000 ro SF890,000 
Apartments also available trom 
SF355,000 to SF480,000 
Financing at 6596. Also luxury 
property in Davos, Switzerland 


The Harbor Group, Lrd 

4000 Westerly PIL, Suite 195C 
m Beach, 

714-851-1951 


Alpe des Chaux SI 
CH-1882 Gryon, Switzerland 
25/681552 TLX456121 ACHXCH 


Ca. 92660 
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погнав е rooms, sauna, solarium and 





HOTEL IN AMSTERDAM 


Lon ae дайды 






museum. Facilities include meeting and 





LAKE GENEVA 


New lakeside deluxe residential villas 
and apartments and land parcels for 
construction, available for foreigners 


Breathtaking views—short distance 
from Geneva. 

For details contact: Cipher 97-0845 

Triservice SA, 7. ch. Maisonneuve. 

1219 Chatelaine/Switzerland who will 

transmit 








SWITZERLAND An 
Sale to foreigners authorized 
Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 
or in one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, 
VILLARS, LES DIABLERETS, CHATEAU-D'OEX/GSTAAD & JURA 
from Sfr. 110'000.- 60% credit at 6'12% interest for 5/20 years. 


REVAC S.A. 


APPOINTMENT 


52,ruede Montbrillant Tél. 41-22/34 1540 
CH-1202 GENEVA 


Télex 22030 





PARIS FURNISHED APARTMENT, 
one room to penthouse, weekly or 
monthly rate. No agency fee. PAA 9, 
rue Ursulines, 75005 Paris. Tel: 43- 
253509 or 43-293883. 


SWITZERLAND 


Montreux-Geneva Lake 
APARTHOTEL BONIVARD 














part 
123,000 including equipment and 
furniture. 


60% mortgage av. at 64% int. sale to 
foreigners. 


Tel: 21-20.70.11 
Telex: 25873 aril ch 


ECONOMIST 


The EITB produces for the engineering industry an Economic 
Monitor and profiles of employment, training and economic 
trends in sectors of the engineering industry. An economist is 
needed to lead the small team engaged in this work. 


The job involves the analysis of data from a wide variety of 
sources and the preparation of succinct reports which will 
contribute to the development of the Board's policies. 


The successful candidate will be a graduate in economics, 
ora closely related discipline and should be able to write 
well. Experience in preparing economic assessments, an 
understanding of the engineering industry and of 
manpower statistics would be advantageous. 


The post is based at the Board's headquarters office in 
Watford. 


This position carries a good salary and conditions. 


Applicants should send details in writing or telephone for an 
application form to: 


Personnel Department, 

EITB, 

4] Clarendon Road, 

Watford, Herts. WD1 1HS. 
Telephone: 0923 44322 ext. 87 


МЕ d rud Industry 
Training Boar 
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Central London 


£8,812-£10,951 


(under review) 


- The Civil Aviation Authority is an independent public body 
.fesponsible for the economic, technical and operational 
regulation of British civil aviation and the provision of air 


navigation services. 


А vacancy exists in the Airline Economics Branch of the 
Economic Regulation Group. The successful candidate 
will join a small team which assists the Authority in 

^c formulating ifs policy for the economic regulation of 
airlines through the provision of economic advice on 
апе matters including competition and pricing policy, 
costs and productivity and all aspects of economic 


licensing. 


Candidates should have a good honours degree 

in economics or a related discipline and should 
possess initiative, common sense and effectiveness in 
communication. Applicants will probably be new 
graduates or recent graduates with some research 


or industrial experience. 


Benefits include an excellent pension scheme, luncheon 
vouchers and an interest free season ticket loan after a 


qualifying period. 


For an application form please contact: Mrs J. Fogarty, 


P.W.S. ANDREWS MEMORIAL ` 
ESSAY PRIZE- E300. 


The PWSA Memorial Prize of £300 is^. 


awarded annually. Competitors for the - 
prize are asked to submit an essay on a^ 


subject of their own choice within the 
general field of Indostial Economics 


and Theory of the Firm. broadly Мег. T! 


preted. Entry to the competition is open 
to anyone under 30 years. ol age (or is 
over 30. but not more than eight years 
have elapsed since taking a fist 
degree). 


Thevessay, written in English. and not. 


exceeding 10.000 words in length; 
should. be a work of original research 
by the candidate only, not previously 
published and not previously awarded 


. dustrial Ес 
у ot Busines: 


-of Lancaster, Bailrig 
i 4YW. England. Or TI 


. General 2 


Economics, 
and Statistics, The University of O 


lord, St Cross Building, Manor Roa 


X1 3UL..England. Or. Tf 
an. Editor. Journal of ^ 
ics, Graduate Scho 
ministration. New Yo 
University..90: Trinity Place, New Yo 
10006. U.S.A. Shoe 


Civil Aviation Authority Personnel, Room T1220, CAA House, 
45-59 Kingsway, London WC2B 6TE. Telephone: 01-379 7311. 
Ext, 2383 or Ansaphone 01-240 8448. 


Eu» 


BUSINESS & PERSONAL 
AUTHORS! Send Your Manuscripts. OVERSEAS POSITI ON 


Biographical, Fiction, Travel, Poetry, 
etc: for Book Publication. Reasonable 
terms. Stockwell. Dept 75, Ilfracombe, E WANTED 
Devon, England. (Estd 1898). Nigerian graduate in UK, 10 years proven 
Mu: : ability in marketing and business manage- 
ment. Good communicator with initiative and 


drive, seeks post or appointment as represen- 
tative to be based in Nigeria—other territories 
considered. Box 3483, The Economist News- 
| paper, 25 St. bags iae London SW1A 


James R. LymBurner | 
.& Sons Limited И 


Economic Adviso 


AUTHORS WANTED BY 
NEW YORK PUBLISHER 
Leading book publisher seeks manu- 
Scripts of all types: fictioh, non-fiction, 
poetry; scholarly and juvenile works, 
^ etc. New authors welcomed. For.com- 
plete information, send for free booklet 


, 5-92, Vantage Press, 515W. 34 St. | | SWISS HANDLING OF 
d York 10001. ; INTERNATIONAL 
TRANSACTIONS 


The key company for 
* Handling of international tansactons 
ж Back to back operations 
ж Companies komaton. danuciaton and 
adannistrabian. 
ж Selina up comende marters 
* Marketing counterteided products 
Я and trustee services 


44 Victoria Street 
Toronto, Canada 
(416) 862-0595 





For ns, telephone 01-684 6274 
‘Of. write to: 159 Knightsbridge, London 
ХУР: = 








Write or call 
Edwin Hargitt & Company SA 
venue de Savoie 10, Suite 3 
003 Lausanne, Switzerland 
I: +41 21.200971, Tix: 24681 


0o 82 MILLION 
JOINT VENTURE PARTNER 
With or without hotel: management 
xpetience, to participate in excit- 
| government-approved 100- 
bedroom hotel and lodge project 
nestling їп mountains overlooking 
| San Jose,.Costa Rica, about 35 
from airport on new road. be- 


. fully secured: 
|. Full incentives as “per Тоша! 
Development incentives law... 
|. Tax advantages. 
| GRUI o INVERSION Y PROGRESO 
Cy DEL CARIBE S.A. з 
7 Dept MK2, PO Вох 230, 
zc Centro Colon 1007, 
San Jose, Costa Rica. 
Tel: (506) 22-1659 & 23-7362 
Telex: 48094 FIMAN CR. 


чинк шз A Jm dem o Gn юз шш э ше э 


| 1 currency 


П 
: i 
1 FORECASTING: WAT | 
1 STAYING AHEAD NA | 

i 


| 4 OF THE GAME. 


Currency Confidentialis a weekly forecasting. $ 

і service for dealers, investors and business i 
people. It shows you how you and your 

[| company can make а great dealofmoney outof § 
currency fluctuations and movements in 

1 interest rates. I 

1 Every week you will get an overall survey of ай i 
the major currencies — where they are and 

1 where they are heading; explicit foreign 

i exchange тате and interest rate forecasts as 
wellas explicit investment advice: 


Apply now for free sample copy to Room 520, 
{ Stonebart Publications Ltd, $2 Mortimer 
| Steet Leadon WIN 77D, Haglund. 


INVEST AND 
PROSPER FUND 
An Offshore Mutual Fund 


Paid 1985 21% in tax-free 
USD. High . yield, capital 
growth, spread of investments, 
discount prices, financial priva- 
cy, LC available, minimum in- 
vestment $2,500. No hidden 
fees or charges: Write: 


FIDELITY MANAGEMENT 
INTERNATIONAL, INC 


Dept 412, PO Box 230, Cen- 


p iro Colon 1007, San Jose, 


‘Costa Rica. 


Tel: (506) 22-1659 & 23-7362 
= Telex: 48094 FIMAN CR 


legisla tive. ау and art worlds to pursue s iected projects: "Confidential 
Spera tesearch, US oe possible. Washington e 


aladin Group, 1718 Connecticut Ave., NW, Washington, DC 
ali 24 hi hours. (2029 939-8515. Telex ҮТӘ PALS Ul UR. 





A UNIQUE INVESTMENT OPPORTUNI 

COMMODITY FUTURES ‘TRADING WITHOUT PRINCIPAL RISK 
An exclusive opportunity to participate in Charles М. Wilson's trading 
success. 50% cumulative retürn for last 4 yours (audited). : 
SEC U RE p TR: ADING L Tb Не Cayman Intends: shares und: 4 
trading ol ummodiis бий and io "own interest p üyments: чир 
US Treasury Bonds toavoid principal risk, 


For your free prospectus call 44 1 488 3232 
or mail the coupon below; today. 


Offer not for US or UK residents 


E want to speculate in commodity futures trading without principal risk. 
please send prospectus to: 


Name 
Address 2.0.0.0... 
Country. . FELNO Lees dp ee Exc B 


Mail coupon to: Randell Securities Inc. 5th Floor. Europe House, Wi orld 
Trade Centre, East Smithfield, London E19A4A. England. Telex: 887438, 


NO REWARD! 


ж £5,000 into £64,000 Ж No tax deducted at 


NO RISK - 


in just 5 years source 


ж Fully audited track — '* Limited liability 


record 


* Managed Futures 
account programme 
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BUSINESS & PERSONAL 


FRENCH PUBLISHERS with premises 
in Paris and subsidiary in Switzerland 
seeks partnership with publisher or 
investor for extension of activities in 
France and abroad. Box 3481, The 
Economist Newspaper Ltd 















SWITZERLAND— 
COMPANY PARTICIPATION 


Ехсейепі base for international operations. 
Internationally known diversitied financial ser- 
vices company, seeks additional ital to 
expand its activities in agriculture, fish farm- 
ing, insurance and геа! estate. Exclusive 
contracts assure return of capital ри gener- 
ous participation in ownership of Company 
Amount required: SFr2,500,000. Replies 
trom principals only. Contact: 
er 97-817 Triservice SA, 7, ch. 
uve, 1219 Chatelaine/Switzeriand 
who will transmit 


CUT THE COST OF 
YOUR STAY IN LONDON 
Take a furnished, self-contained service 
apartment in Knightsbridge, near Harrods 
Fully equipped kitchen-dinette, bathroom, 


phone, colour TV, central heating, elevator. 
Suit 1-2 persons. Brochure by airmail. 
Knightsbridge Service Apartments 
45 Ennismore Gardens, LONDON SW7 
Tel: 01-584 4123 Telex 261261 Globe G 


HOTEL NUMBER EIGHT 


hotel in London's 
est End 
excellence in comfort & service 

Single bedroom £33 plus vat 

Double or Twin £40 plus vat 


* sumptuous buffet breakfast " col- 

our tv, radio * direct dial telephone * 

hair dryers * tea/coffee/chocolate in 

bedroom * most rooms with private 
facilities 


à small luxu 


A COMPANY FLAT 
IN SW1 


Your guests and executives 
visiting London could stay in 
your fully furnished and 
equipped Company fiat in 
SW1. More comfortable than a 
hotel room. Facilities include 
restaurant, bars, heated pool, 
Squash, Sauna, Travel and 
Theatre ticket agency and ga- 
rage parking. 

Available on 3-6 months Com- 
pany lease. 


Tel: 01-798 8567 







HOTEL NUMBER EIGHT, 
Emperor's Gate, 
South Kensington, 
London SW7 4HH 
Telephone 01-370 7516 








THE 
ECONOMIST 


For information about 
classified advertising 
opportunities 
contact 
Elizabeth Harvey-L'5yd 
The Economist Newspaper Ltd 
25 St James's Street 
London SWIA ІНС 
Telephone: 01-839 7000 
Telex 24344 ECON С 

ul 


US IMMIGRATION 


QUALIFY FOR US RESIDENCE 

via а Creatively structured ‘Business 
Investment’ programme; $10,000 in- 
vestment will retum 18% guaranteed 
dividend. Minimum units $2,000. Re- 
tail and Service Businesses for sale 
from $75,000. UK’s longest estab- 
lished US Business/Immigration com- 
pany. Detailed brochures. 


British American Consultants Inc, 
1665 Palm Beach Lakes Blvd, 
West Palm Beach, 
Florida 33401, 


USA. 
Tel: 305 689 8998. Telex: 466 740. 





mist Newspaper Ltd 
10 Rockefeller Plaza 
New York. NY 10020 
Telephone: 212 541 5730 
Telex 148393 








WORLD DIPLOMATIC GUIDE is a global informative 
j] instrument, permitting its users to single out the 
trade and diplomatic missions of any nation in every 
po AMA deu SD MM. тос 
an entirely new publication in the foreign 
trade and diplomatic information, the first ever 
published. 


Available now by direct order at US$100/UK£70 per 
copy (postage paid). Check or money order. Credit 
card holders may call. Immediate despatch world- 
wide. Order and remittance to: 
& Skinner Associates Lid 
122/126 Kilburn High Road, London NW6 4HY, England 
Tel: London England 328 1826 or 624 7162 Telex: 264987 
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YOUR BUSINESS ADDRESS IN THE 


ad- 
AMSTERDAM, POB 70385, 1007 KJ 














FURNISHED LETTINGS SW Londc 
Surrey, Berkshire. Contact MAYS, С 
shott (037 284) 3811. Telex 8955112) 











Photos: A. Frank Knowles 











В. Aird, OC, QC, of Toronto. 


on bearer shares. 


June, 1986. 








Michel Plessis-Belaur 


Paul Desmarais, OC, Chairman and Chief Executive Officer of Power 
Corporation of Canada, is pleased to announce the appointment of A. 
Frank Knowles, CA, as President, and Michel Plessis-Belair, CA, as Senior 
Vice-President, Finance and Administration 


The Board of Directors also announced the appointments of James W. 
Burns, formerly President, as Deputy Chairman and, as Vice-Chairmen, 
The Honourable P. Michael Pitfield, PC, QC, and The Honourable John 
























SOLVAY & CIE — 


The general meeting of 2nd June, 1986, approved the 
distribution for the financial year 1985 of a netdividend of BF300 


The Final Dividend of BF230 net will be payable by BF draft, by 
transfer to a BF account or, in sterling at bankers' sight buying 
ratefor Belgian Francsonthe day of presentation atthe option of 
the holder against presentation of coupon No. 36 at either of the 
following offices:- Schroder Investment Management Limited, 
36 Old Jewry, London EC2R 8BS, Attention Coupon Depart- 
ment, or Banque Belge Limited, 4 Bishopsgate, London EC2, 
between the hours of 10am and 2pm on or after Thursday 19th 


UK tax willbe deducted from the netdividend unless lodgements 
are accompanied by the necessary affidavits. 


Payment can be made only to persons residing outside the 
Belgo-Luxemburg Customs Union. 


Shareholders should note that under the terms of the U.K./ 
Belgian Double Taxation Convention, Solvay Shareholders 
resident in the U.K. are eligible, upon submitting a duly 
completed Form 276 Div, to partial reimbursement of Belgian 
Withholding Tax equal to 13.3396 of the net dividend. 
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SONOMIC AND FINANCIAL INDICATORS 


PUTPUT, DEMAND AND fous Australia's GNP fell by 0.1% in the first quarter, but THE ECONOMIST COMMODITY PRICE 
5 Still 4. INDEX Nickel producers are finally mak- 
“Ma ch to. 2. 996 in April; in js 1985 it was 2.4%. After falling in February and ing a serious attempt to bring supply into - 
jest Germany's industrial production increased by 1.3% in April, for a 12- — linewithdemand. Canadian producers are 
onth rise of 2.8%. PURUS: s industrial production increased by 0.596 in January, planning extended shutdowns this sum- 
: mer, following a 1396 cutin mined output in 
т 1985. As a result, Shearson Lehman. 
industrial production i n % expects non-communist output of refined 
event р 1 year З mthst ae year ue. uy $ ee ди: nickel to fall бу 5% to 490,000 tonnes this 
| 05 + 47 (3) . + 56 (9) 79 (4 85 year. Stainless steel production wi 
05021 119 4Y ^. lowerthis year, contributingtolow 
o 6 consumption. However, the broker 
: prices—currently $1.80 alb—aret 
to rise before the last quarter of ear, 
though they couldreach $2. 20albin: 87 if 
output is held in check. 



































ERE 1980=100 % change on 
ELA a May27 ЈипеЗ ‚опе one 
CAE Fr 7 79777 littoral) уе 

f m7 —- Dollar index Ee 
All items 802 794 ^: —42 * 65 
WAGES Мем figures show consumer-price inflation falling in five of о, о ща | бе | тр 
n our table. An May, the 12-month rate of inflation fell to 1.196 in Belgium Ail 693 6941 | 
Nia’ 78 73 + 
0.8% in Japan (compared with 1.2%), and 6.6% in Italy (compared with Metals. BI Hr ool 
‚ West German prices fell 0.3% in the year to May. Staring index | 
All items 1238 123.6 = 16: 
Food 1420 1407 - 39 
wages/earningst Industrial 
3mthst 1 year All 106.9 107,5 +05 
+93 + 6.0(11) Ма 1200 1172 - 23 


+127 + ASOS — Metals 974. 999 + 26 


SDR index 

All items 90.7 89.9 2.5. 

Food 1040 1023 48 

Industrials 
+ 9702) —— All 78.3 78.2 04 
+ 38 (3 Nta* 87.9 85.3 - 82 
.*301(3 — Metals 713 — 727 18 
“la : бой | 
= —— j yea —- Spero 34225 34175 04 
riea ———: ; +25. | "7 Crude oil (spot) North Sea Brent 

LÁ Occ $ per barrel 14.05 1270 


facturing « except Australia, ре earn Japan, and Switzerland, m у е; . 
(rand USA hourly earnings: UK, monthly ‘earings for ployees. "Non-food agriculturals: 




















Consumer prices,% increase on previous year 
@ atest ^ G Average 1980 


and "Turkey: West Germany 
aped inflation altogether— 
prices fell by 0.3% in the 


stability. At the other 
Turkey's inflation rate is 
ell below its rate of 110% in 
t still the highest in the OECD: 
countries. have failed to cut 


d$ — —— — Britain 
8 7, Finland 
d 7-7. Portugal 


@ —— — —— Ф united States 


db —— 9 Belgium 
@ ——@ Luxembourg 
Ф — 9 Austria 


7, Switzerland 


@-————Ф@ Japan 


9.9. 


Source; Datastream 


te Germany 
wi Holland 








applicable to all tables. All figures seasonally adjusted except where otherwise stated: "Not seas. adj. Ae of шег 3 months 
ith oe of providus 3 Msi at annual rate. n.a. Not available. Small figures in brackets denote month of indicator. 





оси CURRENCIES Nominal ex- WORLD BOURSES Wall Street touched а hig 
abo gain of 0.9% during the week. Tokyo reached 


Stock price indices 
June 


gu =. inlocal 
¢ currence’ 
: exchange rates. кө „коору; геа! у 


|'exchange rates and export competi- | m 7736185 ^ 37002 27669 
tiveness can ћо!а а. steady course. ^d x 
| This happened in the four Asian coun- | | 
| tries imour chart: But when nominal ny 1901.6  — 2278. 1863.6 
[exchange rates are propped up in | Holland і 
“spite of rapid inflation, as they have | Hongkong - 
| been in some Latin American coun- tay 
| tries, real exchange rates soar and e. -— 
| trade competitiveness plummets. | RM ыы с domi ^ X893 
| Then, in due course, drastic devalua- | Spain zu d i948 
tions are. needed; and competitive- | sweden ~~ 
, hess pitches up and down. |. Switzerland 
UK 
ŪSA 18704 


| Real effective exchange rates 
| First quarter 1980 =100 


"Latin des | MONEY AND INTEREST RATES Swiss banks cut their prime lending rates fri 
"America 2 ||| 63% to 6;%. Three-month money-market rates edged down in London and up on Wa 
Street; but yields on American government bonds eased. 


Money supply Interest rates % р.а. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields’ Eurocurrency: 
Narrow Broadt Overnight 3months Prime Deposits. Gov't Corporate Deposits Bonds 
(М1) lending З months long-term 3 months 
Australia — ni +15.0 (4) 1400 1425 1770 1415 1280 1380 1450 11.67 
Belgium 5 ; 
Canada __ 
France 
W. Germany _ 
Holland 


na at (3) 
8 + 602) 


X323 4 77 4) f ў Р A ў 
Other key rates іп London 3-mth Treasury Bills 9.5%, 7-day Interbank 10.3%, clearing ба 7-day notice 4. 4% 
Eurodollar rates (Libor): 3 mths 7.2%, 6 mths 7.3%. 


А 1M2 except Australia, Canada. Spain, Switzerland. USA, W. Germany. M3. Japan M2 + CDs. UK £M3, Definitions of ir 
1980-81... 82 | rates quoted available on request, Sources: Bank of Bilbao. Chase Manhattan. Chase Econometrics, Bangue de Coma 
5 | (Belgium). Nederlandse Credietbank, Credit Lyonnais. Svenska Handelsbanken, ANZ bank, Credit Suisse First Boston; 


Source: Morgan Guaranty rates are indicative only and cannot be construed as offers by these banks. "last week's rates. 


Trade balance** current- Trade-weightedt currency units per $ currency units foreign reservest. 
$bn account exchange rate А : $bn 
latest latest 12 balance $bn Р І : 
month months latest 12 mths latest year ago latest year ago pèr £ perSDR per ecu March | year à; 
6 143. Б 23181 1.64 136 : 64 6.8. 
465 
139 _ 
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{ SANCTIONS AND APARTHEID 
TEACHING AMERICA’S CHILDREN 
TRADE TIFFS 
WALDHEIM' S INHERITANCE 


$$5.50/HK$17/A$3.50/india Rs26/Y700/MS6.00 
N2$4.50/Pakistan Rs32/NTS100/Baht 60/TK 55/Indonesia RP2,500/Pnilippines Peso 25 













STATE SPENDING 


HAS LEVIATHAN | 
GORGING? xy 





71486"02674 








"CHASE AND ENGLISH CHINA C 
THE PARTNERSHIP BONS. 


BOBCARLTON-PORTER FINANCE DIRECT, een aa ones - 
= -— 


Hudraulic clau mining at St 


When English China Clays decided а global fin | int: diar will also enable them to tap a growit 
to tap an additional source of s term г a worldw ide market ты nternational investor demand for 
finance. and to benefit from t! wel such as English China Clays. a prime names 
cost and flexibility of Eurocommerci rocommercial paper pri 1сап It wasnt only because of a long 
paper. they turned to Chase rovide a highly cost-effective and and close working relationship 

It was a decision which resulted flexible means of financing continued together that English China Clays 
from their position as a major British 'rowth and expansion turned to Chase. It was also because 
multi-national, and Chase's position a: The program arranged by Chase of Chases track record as a participa 


Back left to right: Andy Trenouth. Vice President. The Chase Mant 1 Bank: David Loosley, Group Treasurer. English China Clar 
р 


Front left to right: Bob Hina cutive Director, Chase Manhattan Ltd and Bob Carlton-Porter, Finance Director. Enalish 





1 over 25% of all Eurocommercial paper network, with sales teams in key A partnership that's based on mutual 

ssues since 1984. its inclusion inclose to financial centers, that adds up to sales trust and innovation and a 

20 tender panels and dealerships and of over $1 .000.000.000 a month, in partnership that's building the 

s position as a continuous market short-term Eurosecurities alone foundations of a lasting commercial 

3aker in over 50 issues This is the Chase Partnership and investment banking relationship 
Of course they wanted the 


onfidence of Chases Euromarket THE CHASE PA RTNERSHIP 


listribution capability. A worldwide 


CHA 


CM14/86 (1) 





THE 
OF WORLD BANKING 





ABC has always thrived on competition, 
and is now firmly established as one of the leading 
international banking groups of the modern era. 

Proven international capability: 
strengthened by over US$13 billion in assets, 

a worldwide network and a record of success in 
specialised financial services. 

Proven local expertise: in the Middle East 
where ABC is a leader, and in Europe, the Far East 
and North America through the ABC Group 
offices. 

The ABC Group is committed to growth in 
world banking: why not profit from our success? 

Contact us at any of the branches below. 
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CEA 
Arab Banking Corporation 
The bank with performance and potential. 


Head Office: PO. Вох 5698, Manama, Bahrain. Tel: 232235. Tix: 9432 ABC. Telefax: 274674. 


Branches: London: Milan: New York: Singapore: 
Tel: 01-726 4599 (02) 801-131 (212) 850-0600 224-2977 
Tlx: 893748 ABC 322240 ABC 661978 ABC RS 28989 ABC 


Other ABC Group Offices in Bahrain, Barcelona, Frankfurt, Grand Cayman, | long Kong, Houston, London, Madrid 
Monte Carlo, Paris, Rome, Singapore, Tokyo and Zurich 
















827" \ 
Whither Leviathan? 
The pressures for state 
pending are still growing, so 
the most successful economies 
in the twenty-first century will 
be those that make their public 
sectors more efficient, page 
13. The high cost of pensions, 
page 61. 


Uncivil war 

Why doesn't everybody get 
out of Angola?, page 25. 
Baathwater between Syria and 
Iraq, page 26. 


Mexico's external 
debt 


Popocatepetl 
umbling, page 67. Calm it, 
ge 17. 


Built on paper 
America's mortgage markets, 
pages 64-65. New figures on 
British share-ownership, 
page 69. 






When words fail 

How to separate efficient 
sanctions against South Africa 
from glow-inducing ones, page 
14. Eminent persons’ despair, 
page 26. South Africa's rand 
tumbles, page 68. 
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Trade tiffs JUNE 14 1986 

America and Japan, page 62. | 

But America and Canada Volume 299 Number 7450 

could put some oomph into 

GATT, page 16. World politics and current affairs 


"ED з 13 Тһе gorging Leviathan 
Austria infelix 14 South Africa: When words fail 


The war-crimes charge against 15 Bob Hawke hooded 





Kurt Waldheim obscured the 16 Austria infelix 
real issue, page 16. How he ` 16 Rub out the 49th parallel 
took over the nest, page 37. 17 Mexican impasse 
18 Fairer play in Britain 
Kohl-fired 20 Ramblers' charter 
West Germany's spending 25 International: Who's who, and why, in Angola; South 
spree, page 57. Its economic Africa; Arabs; India; Olympics; Japan; Australia; Guatema- 
institutes, page 58. la; Burma 





31 American Survey: America's schools must try harder; 


Tomorrow's jobs Texas teachers; The Shuttle; Tax reform; Handicapped 
And how Britain could create babies; Kansas; Chicago і 
тоге, раде 45. What workers 37 Europe: Waldheim comes home to roost; Andalusia; Anti- 


nuclear movement; Soviet passports; Arms control; West 
Germany; Belgium; Gypsies; Hungary 
45 Britain: Where tomorrow's jobs will come from; Money 
supply; The Alliance; Nissan; Employee share-ownership; 
Private bills and birds; Burglary; Cornwall 
(SY a A SS Ee ee ee E eee 


Business, finance and science 


55 Business this week 

57 World Business: The bodm that deafens Helmut Kohl; 
West German economic institutes; Aspirin; Exxon; Hotels in 
China; Product testing; Indian grain; Public debt and 
pensions; Japan-us trade; Employee attitudes; Tanker 
tates; American beer 

64 Finance Brief: Securitising the American dream 

67 Finance: Mexican stand-off: out of cash, out of patience, 
out of time; Goid market; South African rand; Japanese 

р id bonds; British shareholders; Insider trading; Chinese 

bonds; ЕЕС capital flows; Paris bourse; Italian shares 
Hawke-eyed 73 Science and technology: Those beestly weapons; 
Australia's economic woes, Science museums; Halley's comet; Roosters' combs 


page 15, and their political 95 Economic and financial indicators 
effects, page 28. 


Schools for scandal 
In America, page 31. Test 


teachers at your peril, page 32. 
Soa SS C Ipae mano tos ROME 


Beestly 


The latest on "yellow rain", 


think of their work, page 62. 








Books, arts and letters 


81 Books and arts: The English countryside—of paddocks 
and plashing, purpresture and pannage; Welsh history; 
Financial markets; EEC; International art market; Expo 86 

6 Letters 
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Australia AS135 [] Students п `А$108 — 
| Hongkong HKS650 O Students Г] HK$520 | 
Japan ЈҮ22,000 Г] Students C) JY17,600 I 
I Malaysia M$199 O) Students Г] М$159 
1 Singapore S$185 O Students [7] S$148 1 
Other Asia/Pacific 05393 Г] Students Г) USS$74 
bs ч і Index (Please apply for local rate) 
, (С Sterling and US $ can be accepted а! tho current exchange rates) 
Ramblers' charter ond i 
How farmers could learn to T A РЫМЫ ЖЫГА i 
love walkers, page 20. Books i 
on Britain's countryside, раде || ^9*** | 
81. Birds beleaguered, page i i 
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The Tamils 

SiR-—The federal solution which 
уон advocate for the woes of Sri 
"Lanka (May. 24th). was, in fact, 
the Tamils’ political demand for 
nearly three decades until 1976. 
‘The. Tamil demand got short 
shrift because Sinhalese politi- 
cians nurtured their people's 
fears of Tamil domination, with 
Indian (Tamil) help, if Tamils are 
allowed to survive on equal 
terms. These fears are now so 
deeply ingrained in the Sinhalese 
. psyche that nothing short of 
transplanting Sri Lanka well 
away from the Indian. subconti- 
nent can remove them. 

President Jayewardene is well 
aware that neither he nor the 
federal system itself will be able 
to survive the political upheaval 
such a solution would entail. 
Tragically for Tamils, and Sinha- 
lese too, Mr Jayewardene has 
opted for an equally impossible 
military solution. Even Mr Rajiv 
Gandhi’s arm-twisting of Tamils, 
risking grave repercussions in 
. "Tamil Nadu, could not get Sri 

:Lanka anywhere near the federal 
‘solution, simply because Presi- 
` dent Jayewardene has no wish to 
commit political suicide. 

The only viable solution to 
bring lasting peace is the restora- 
tion and reconstitution of the 
sovereign state of Tamil Eelam. 
This need not be unpalatable, 
considering that Sri Lanka as a 
unitary state is a mere 150-year- 
old aberration of colonialism, 
and that a Tamil state coexisted 
with Sinhalese kingdoms for 
many centuries before the arrival 
of the Portuguese back in 1505. 

: When fully fledged, Tamil Ee- 
‘lam will of course encompass all 
of the traditional homelands of 
Tamils in Sri Lanka. Just 40 years 
ago, at independence, Sinhalese 
formed less than 10% of the pop- 
ulation of the Eastern province. 
The present demographic mix of 
the east is the direct result of the 
attempts by successive regimes to 
eliminate all Tamil majority re- 
gions in Sri Lanka. A section of 
the Tamil populace professing Is- 
lam could hardly be a problem in 
the secular Tamil state. 


Lower Hutt, 
New Zealand С. NELLAILINGAM 






SIR—Your procedure for “Тат- 
zing Tigers" recommends the bi- 
zarre logic of selling out the north 
and east of Sri Lanka as a game 





LETTERS 





reserve for notionally neutered 
tigers, with India as the poacher 
turned game-warden. 

You say that India “could hob- 
ble any guerrillas that rejected a 
deal by closing down their camps 
and stopping their traffic in 
arms". The Indian government 
denies this, and would therefore 
act the part of the amiable man 
who was asked whether he had 
stopped beating his wife. Sri Lan- 
ka cannot expect such a govern- 
ment to be an honest game- 
warden. 

All non-Tamil Sri Lankans re- 
ject a devolution of power to the 
extent you recommend. A minor- 
ity Tamil government in the east 
would be an abomination, if ma- 
jority Sinhala rule in the whole of 
Sri Lanka is now a bone of con- 
tention. A referendum will show 
that President Jayewardene can- 
not concede what his people do 
not want him to. 


Doha, Qatar MARK PERERA 


immigrants 


SIR—‘‘Foreigners often make the 
best entrepreneurs"—the more 
the better then (May 31st). But 
why do you assume that a dose of 
Hongkong —entrepreneurialism 
would revitalise Liverpool or 
Newcastle? 

It sounds like a great solution, 
but would Hongkong Chinese 
immigrants. really flock to these 
cities in the first place when Lon- 
don and other regions seem more 
promising? Even if they did, what 
is it that would enable them to 
flourish where others have 
floundered? 

I do not doubt the energy and 
ingenuity of Hongkong business- 
men, but remember that they 
currently operate in a different 
environment, with lower taxes, 
fewer bureaucrats and less legis- 
lation to impede their activities. 
London С. SUGDEN 


SiR—Enabling vast numbers of 
foreign entrepreneurs into one's 
own country so as to stimulate 
economic growth is not the cor- 
rect attitude to take . . . possibly 
for the sake of national pride. In 
reality, allowing larger numbers 
of immigrants to seep into the 
country would ultimately be det- 
rimental to the “British society" 
on the whole and more so in the 
long run. Eventually pride in 
one's country. will be subdued 
and a greater feeling of inferiority 





to surrounding European coun- 


terparts will be induced. 


Surely the reason for the lack - 
of local businessmen/job creators- 


is the absence'of a proper infra- 
structure to breed such men. An 
effective part solution to such a 
situation is to create educational 
facilities that are capable of cater- 
ing for the need of increased 
numbers of businessmen. This 
requires long-term government 
policies. 

Marlborough, 


Wiltshire SaNDiP DESAI 


SIR—It is pleasing to read that the 
Labour Party intends to intro- 
duce immigration controls which 
are "non-discriminatory and non- 
racist". However, some of us 
who remember the racist 1968 
Immigration Act, which deprived 
British passport holders of their 
right of abode in Britain for no 
reason other than their brown 
skins, would prefer actions to 
words before we will trust the 
Labour Party with immigration 
and race relations again. 


Barcelona, Spain Р. 1. HARVEY 


Bulifights and rodeos 


SIR— Your description of Spanish : 


bullfights (May 24th) serves as a 
timely reminder to anybody plan- 
ning to visit Spain this summer 
that buying a ticket to a bullfight 
helps to perpetuate a type of 
spectacle that most countries out- 
grew and outlawed long ago. 

In addition to horns shaved 
down to the nerves, vaseline in 
the eyes and pins in the genitals, 
the bull is unable to raise his head 
because some of his neck muscles 
have been pierced by the pica- 
dors' lances. Of at least equal 
concern is the ordeal endured by 
the horses, who are repeatedly 
gored under their wicker protec- 
tive gear and stitched up to ap- 
pear again and again until they 
are fortunate enough to be killed. 
Several years ago, when atten- 
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to me at thé address below. 












518—1 appeal, through your columns, for experienced business 
travellers, to help in the preparation of The Economist 
Business Traveller's Guides. The first four guides, covering 
Britain, the United States, Japan and the Gulf, will be 
year by your sister company, ‘The Economist 


We are looking for business people who travel frequently to 
these regions, and who can give advice, travel tips, hints on 
where to stay and how to behave and so on. We shall be 
offering modest rewards and. recognition to people who can 
help. Any business travellers interested in helping should write 












The Economist Business Traveller's Guides 
21-26 Bedford Street : 





dance was sagging, promoters 
“proposed reducing the thickness. 
of the horses’ already inadequate 


protection. One. can only con- 


clude that they. must- have 


thought more blood would pro- 
vide better entertainment. E 
Before Americans and Canadi- 
ans take any satisfaction. from 
their own nations’. superiority, 
however, they should consider 
the words of Dr C. G. Haber; an 
Ohio veterinarian with 30 years" 
experience as a federal meat in- 
spector: “І have had the opportu- 
nity to observe injuries to cattle 
used in rodeos. Broken bones 
and extensive bruises are com- 
monplace. Bullfights are merciful 
compared to rodeos; It is high 
time that this cruel sport. [was] 
outlawed in the United States." 
Swain, P 
New York 






Bina Rosing 





Europe and America 
SIR—For Europeans like myself, 
the American attitude exempli- 
fied by Mr D. A. Donnelly (Let- 


‘ters, May 24th) is a blessing in 
disguise, as it challenges the fun- 


damental premise on. 
American-European: alli s 
based. There can be no doubt 
that the Americans played a vital 
role in the rebuilding of Western 
Europe after the second world 
war, but has not the time come 
for Europe, and especially Brit- 
ain, to review its relationship 
with the United States? : 
We are tired of being reminded 
about the debt we owe the Unit- 
ed States for "protecting" the 
"freedom" of West European 






‚ countries against the encroaching 


communist “threat”. Surely it is 
only the common desire to 
mote and maintain “democr: 
which disguises divisions within 
the alliance and the fact that 
there are many American inter- 
ests that do not, and should not, 
concern us. D 
European governments should 
be aware of thé potential of a 





































: ISLAMIC DEVELOPMENT BANK || 


YOUNG PROFESSIONAL | 
___ PROGRAMME OF THE "e 
_ ISLAMIC DEVELOPMENT BANK — 


xc The Islamic Development Bank, an International Development financing Institution, the | 
1eadquarters of which is in Jeddah, offers under the above mentioned programme and in accordance . 


" 


ts rules and regulations, challenging opportunities to suitably qualified Young Professionals under | 


e the Young Professional Programme. 








"Candidates to this programme should be outstanding graduates in the fields of Engineering, 
` Economics or Finance from recognised universities. They must have a minimum of five years 
experience after the first university degree (B.A./B.BSc. or equivalent) or three years experience after- 
the second university degree ( M.Sc/M.B.A. or equivalent). They should be less than 30 years of age. 


A The candidates should have a sound command of one of the working languages used in the Bank, 
_ Arabic, English and French. Preference will be given to candidates having good working knowledge of 
more than one of the three languages used in the Bank. 


bx Applicants with experience in an appropriate Financial, Banking, Investment or Research 
| Institution will be preferred. 


During the period specified by the Rules and Regulations governing the Young Professional 
Programme and in conformity with the Regulations of the Bank, the Young Professional will receive in 
- addition to an attractive salary, other benefits including internal transport allowance, installation grant, 
housing allowance, air tickets for annual leave, dependency allowance, education grant, medical care, 
group life and accident insurance coverage, contributory pension, etc. 


date for receiving applications is 31 July 1986. 


Interested persons may send their curriculum vitae, copies of degrees and experience certificates as 
. well as transcripts of grades by mail to: 


The Director Administration 
Islamic Development Bank 
P.O. Box 5925 

Jeddah 21432 

Kingdom of Saudi Arabia 


ui Suitable candidates will ultimately receive applications forms together with brochures | 
-- containing the Rules governing the Young Professional Programme of the Islamic Development | 
Bank. i . : 


























ETTERS _ 


strong and unified Europe, with- 
out an American. presence, in 
regional and international affairs. 
А pipe-dream this may be, de- 
' manding a radical change in the 
























politicians and citizens, but Eu- 
rope should be attempting to rea- 
lise it, especially at a time when 
the American: administration's 
policies and rhetoric belong more 
in Hollywood t than Washington. 
_ Morecambe, · 


_ Lancashire J. A. HARRIS 





Berlin 

SIR—As an expatriate Berliner, 1 
welcome your survey on West 
Berlin (May 10th). You help to 
balance the all too rosy picture 
the: non-German media are fond 





1 well-being of Germans 
on both sides of the iron curtain, 
by pointing out the festering 
sores on German soil of the cold- 





































war stalemate. Berlin is a city 
under military authority. 0 is 
Germany's capital, emasculated, 
ruthlessly divided and stripped of 
»soveéreignty—41 years after the 
епа of the second world war. 

;. As one who cannot subscribe 
"to the commonly held opinion 
that Germany's dismemberment 
was somehow an inescapable 
; consequence of Hitlers war, I 
also take exception to the notion 
implicit in your article that it is 
merely a matter for Germans or 
Berliners “to take a more posi- 
tive role” to bring about a nor- 
-malisation of their situation. It is 
~- subtly but persistently suggested 
that this is simply a German 
problem, rather than one which 
has been created by the allies 
through the punitive protocols 
hatched unilaterally in Yalta and 
Potsdam. 

A recently coined phrase poi- 
gnantly expresses the sentiments 
of Germans: "As long as the 
Brandenburg Gate. remains 
closed, the German question re- 
mains open.” It is wishful think- 
ing that somehow Germans and 





to livé permanently with the pre- 








attitudes of the majority of both. 


“Berliners will eventually accept. 








'sent arrangement. The fallacy of | 


the view, commonly held in the 


. West, that the Soviet Union is the 


only stumbling block to the reso- 
lution of the German. question 


-was unequivocally exposed -last 


year by the nervous and negative 
reactions in the western media to 
the planned visit of East Germa- 
ny’s Mr Erich Honnecker. The 
visit was then apparently torpe- 


:doed by Moscow, but the episode 


chillingly revealed that it is not 
only the Soviet Union which has 
no wish whatsoever to see a too 
close co-operation, let alone re- 
unification, of the two German 


entities. 


To label the wish for reunifica- 
tion.as a “pipe dream” betrays a 
profound lack of sensitivity to the 
predicament and the sentiments 
of Germans on both sides of the 
iron curtain. The fact that this 
objective is solemnly stated in the 
preamble of West Germany’s 
constitution should signal to any- 
body that this is not merely a 
fleeting whim or scurrilous: idea 
by a muddled lot of nasty Nazis, 
but a profound desire that goes to 
the heart of most Germans. 


Toronto F. E. KRUEGER 


SIR— You describe the many sub- 
sidies the West German people 
have to finance and the fees they 
have to pay to East Germany to 
keep the city "alive апа 
free’... and the communists 
satisfied. But you did not men- 
tion the high costs the Germans 
have to pay to the occupation 
forces. All these payments have 
been made for nearly a half cen- 
tury by now. Do you know that 
the communists do not oppose 
the flying of Lufthansa over their 
territory, but our friends, the 
occupation forces, do; they fear 
for their business. 


Lake Tahoe, 


Nevada P. BAUER 





Kinnock 


SiR—In your article (May 17th) 
about Mr Neil Kinnock, you state 
that “Mr Prescott’s job, accord- 
ing to a source close to Mr Kin- 
nock, is to ‘kick the unions". 

Since the source is not named, 
I must publicly reject the notion 
that I perform any such role or, 
indeed, that I am expected to 
perform such a role. 

Such a policy has been faithful- 
ly pursued by the Thatcher gov- 
ernment for the past seven years. 


The result has been fewer dis- 


putes than in the comparable pe- 
riod under a Labour government, 
but we have lost more working 
days per thousand employees in 
employment; < 


Disputes are now longer, m 


bitter and at a tremendous cost to- 


the taxpayer. Indeed, the esti- 
mated cost to the nation of the 
mining dispute—£4 billion—was 


described. as à "good investment" 


by the Chancellor. 

Labour believes in the oppo- 
site approach, co-operation rath- 
er than confrontation. The main- 
tenance- of . decent, 


practices—quite normal in our 
more successful competitor coun- 
tries—is the best way forward. 
Fairness and justice should not 
end at the factory gates. The 
means by which we achieve such 
a balance is through co-opera- 
tion, rather than confrontation, a 
view widely accepted in the trade 
union and Labour movement. 


House of Commons, 
London Joun PRESCOTT 


SiR—You write that Labours 
proposal of “fiddling with the 
taxes paid by big finañcial institu- 
tions according to where they put 
their money is regarded by many 
critics as . . . unworkable”. 

Labour’s policy involves with- 
drawing certain tax concessions 
to financial institutions that in- 
vest abroad. It is designed. to 
encourage greater investment in 
Britain without imposing stifling 
bureaucratic demands on the 
City. Three views may be held 
about this issue: 

1. There is no problem, so noth- 
ing need be done, Britain's 
chronic under-investment over 
many years surely rules this out. 
2. There is a problem, and the 
City should be directed where to 
invest its money. Labour sees an 
occasional need for direct inter- 
vention but, like The Economist, 
rules this out as a general invest- 
ment policy. 

3. There is a problem, and the 
City should be encouraged. to 
invest more in Britain. This, in 
essence, is Labour's view. 

І would imagine that The 
Economist agrees in principle 
with view number 3. If so, you 
owe your readers a more con- 
structive comment. Do you re- 
gard any tax-based incentive sys- 
tem as “fiddling”, in which case 
what non-coercive alternative do 


you propose? Or do you simply- 
object to Labour's кш A EI 


ideas? 
Or is it that, like so many of 
Labour's critics, you-feel instinc- 


tively hostile to the party's finan- 
cial policies, but cannot explain. 


why? 
SIGMUND STERNBERG. 
Labour Finance and 
London 





fair em- 
ployment conditions, rights and. 









Health service 
SIR—You (May 31st) attempt to 
explain. how complaints about 


“British. health service cuts ob- 


scure real increases in resources. 
However, while cash spending on 
health services has increased over. 
the years, the purchasing power 
of that cash has decreased. You 
cite Bloomsbury Health Author- 
ity, whose cash limit has, indeed, 
increased from £102.3m in 1982 
to £113.3m in 1985. But inflation 
in NHS- pay. and prices has been 
increasing faster than the general 
rate of inflation. The result for 
Bloomsbury is that it has had 
£7.6m less than it needs to main- 
tain its service at the 1982 level; 
savings equivalent to. this sum 
have had to be found to keep the 
authority within its cash limits 
Over the period we hav 
17% of our workforce (пе 
1,500 staff). 

These reductions in our spend- 
ing power would have had an 
evén more damaging effect were 
it not for the substantial improve- 
ments in "productivity" which 
have been achieved; as your. 
graphs show, the number of ра- 
tients treated by the NHS. 
ally has actually increased during 
this period, to an extent which is 

a credit to those who provide the 
service. But we must be cautious 
about even this measure of suc- 
cess unless we can attach. to it 
some notion of the quality of the 
service provided, an issue which 










your report fails to consider. 
: AWD, M. LIDDELL 
| Bloomsbury Health 
London . Ашһошу 

























[2 The Economist - 
«9 Intelligence Unit |: 
EIU Special Report No.239 


South Africa 
to 1990: 


GROWING TO SURVIVE i 


What is the economic. outlook for South 
Africa over the next five years? Can the 
economy be expanded fast enough to 
defuse unrest? How far will international” 
sanctions inhibit trade? Written by a South 
African economist, this ЕШ Special Report 
takes a dispassionate look at the country's 
. prospects. Including а: detailed five year 
economic forecast, it also offers. | 
“alternative economic scenarios, projects 























‘likely political developments and reaches 
г зоте guardedly ој misie conclusions for 
Ane rest of the 1 






рте ining oo. К 964 & Europe £95, 
ROW £98, N America USS1 


The Economist (CÓ Limited 













-IndustryGroup. | 18:014936711. 







"THE ECONOMIST JUNE 141 








EXECUTIVE FOCUS 


ECONOMISTS: OVERSEAS 
OPPORTUNITIES IN AID 


for International Development i is seeking 
ned professional. economists capable of 
y complex analytical tasks to work i in devel- 


dn international monetary, fiscal and trade 


es. AID economists and the microeconomic 


О 

feasibility of individual projects. At the тасгоесо- 
omic level they perform analyses of a country's 
alance of fiscal, monetary and trade policies. 
Als sign sector investment strategies and 
roeconomic level conduct cost-benefit 
US citizenship, world-wide availability 
health are requirements. Salary range 
550,000 plus standard Foreign Service 
s when stationed overseas. Send re- 
T /or Standard form 171 (available at local 
Office of Personnel Management offices listed 

in phone directories) to: 


Economist Recruitment (E), M/PM/R Agency 
for International Development Washington, 


THE FOOD AND AGRICULTURE 
ORGANISATION OF THE UNITED 


NATIONS 
Rome, cual 


т ean and administration 


| and at least fiv years of professional experience 


lated to administration, accounting and/or bud- 
getary/per- -sonnel management. Very good knowl- 
dge of either Arabic, English, French or Spanish is 


quired and a good knowledge of one ofthe other. ` 


ree. | 
Benefits: one-year initial contract (renewable), relo- 
. cation, tax-free salary commensurate with experi- 


nce, cost-of-living adjustment, education grant 
and other benefits of international civil service.. 


Send curriculum vitae, quoting Vacancy 233-AFS, not 
later than 22 July 1986, to: 
Central Recruitment, FAO 
Via delle Terme di Caracalla 
00100—Rome, Italy 


AFRICAN DEVELOPMENT BANK 


The African Development Bank is an international 
development finance institution based- in Ab jan, 
+ 


the bank's African member countries. Bank. 
ship comprises 75 countries, with 50 regional a 
non-regional members.  * 


The bank intends to contract with two indivi 
of US nationality, or permanent legal residence s 
for two technical assistance positions at ba 
quarters in Abidjan, Ivory Coast. Personal service 
tracts will be negotiated with successful candidat 
a two-year period and financed under a USAIL 


will be based in Abidjan. Positions involve some inter- 
national travel. Mastery of English or French, the 
official working languages, is required and work 
knowledge of both languages is essential. 


Interested persons forward detailed cv, including 
salary history and references, to address below УРУ Ju 


31, 1986. 


Training Advisor 


For AFDB training centre. Advise on training 
ters. Identify staff training needs. Develop. 
evaluation system. Requires Master's or PhD i 
administration, economics, education, man gem 
psychology/sociology or equivalent, minim 
experience in developing economics or pr 
istration or training systems design : 
evaluation. Experience in staff develop 
tion and management with particular reference 1 
industrial business and multinational desirable. 


Organisation and 
Methods [O&M] Expert. be 


Central programming unit: Plan, organise . 
supervise the AFDB's organisation structure апа m 
agement information system. Duties include syst 
evaluation, cost benefit analysis. Requires Master's or- 
PhD in management science, economics, public admin- 
istration or computer science or MBA. Minimum seven 
years' relevant experience. Knowledge of computer- 
based management information systems required. 


Applications should bë sent to: 


THE DIRECTOR, =: 
PERSONNEL AND TRAINING DEPARTMENT, 01 BP 1387, 
ABIDJAN 01, IVORY COAST, WEST AFRICA: 





SQUE OPPORTy 
Ө кено OFFicg ay 
« 27 
5 NO 


3,315 sq ft 
air conditioned offices with extensive 
ground floor window frontage 
studio flat & car parking 


Sole Agents 


HIRSHFIELDS 


CHARTERED SURVEYORS 
42 WELBECK STREET, LONDON WIM 7HI 


01-486 4601 


THE CENTRE 
OF ENGLAND 


FOR SALE W 42 ACRES 


FREEHOLD W WITH PLANNING PERMISSION 


| 3 miles from Junction 16 of the MI Motorway | 


Kings Haven, near Northampton, 
offers a unique opportunity for entrepreneurial 
development of existing Grade 2 listed buildings 
and green field areas, into a major business campus 
with extensive integrated living and leisure facilities. 


Planning permission for: 


У 143,000 SQ. FT. OF OFFICES 
Y 30,000 SQ. FT. RETAIL AND EXHIBITION CENTRE 
Y 140,000 SQ. FT. INDUSTRIAL/HIGH TECHNOLOGY 
Y 22 DETACHED NEW HOUSES 
Y 13 CONVERTED BARN STYLE HOMES 


У INTERNATIONAL CORPORATE HEADQUARTERS 
У HIGH TECHNOLOGY RESEARCH AND DEVELOPMENT 
YV INSTITUTIONAL USES 
Vv BUSINESS DEVELOPMENT PARK 


join Soke HE 2874 
"" 4HERIZ 


01-267 2071 0727 40444 
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How A Building Speaks For Itself: 


Can the 
quality of life be 
measured 


If you've ever outgrown your closets, you know it can. 
Unwanted armoires, seasonal shipments to storage. Lots of 
packing and unpacking, but no trip. We believe your possessions 
should live where you do. That's why at 180 East 70 Street 
you'll find closets that measure up. 


Visit 180 East 70 Street. 
A Building That Speaks For Itself. 


180 East 70 Street, New York, New York 10021. Phone: 212-628-3550. 

Selling and managing agent: Douglas Elliman-Gibbons & Ives, Inc. Appointments recommended 
Studios from 5255.000 One-bedrooms from 5205.000 Two bedrooms from 5490.000 
Sponsor Trafalgar House Real Estate, [ас Sponsor financing available complete offering 
terms are in an Offering Plan available from Sponsor Offering by prospectus only 


Limited to New York State residents only 
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1985 KEY FIGURES IN SFR 


TOTAL ASSETS...127 MILLION 
CUSTOMERS?” 
DEPOSITS 5 MILLION 
DUE TO BANKS. ...26 J MILLION 
CAFITAL AND 
RESERVES MILLION 
DEFOSITS WITH 
AND LOANS TO 
025.1 MILLION 
205.2 MILLION 
603.4 MILLION + 20.0% 


[В ) DIVIDEND UP 





Swiss Bank Corporation presents: 
Key figures from the world of business. 


Some of the most important figures in the 
business world never seem to get their 
pictures in the papers. And that's too bad, 
because these figures tell a story business- 
men all over the world are proud of. 


Take the picture here. Besides telling you 

we're pretty good at managing our own 

. business, it tells you our customers know 

* how to manage theirs. For banking, they 
come to us. It figures. 


If you'd like to put your business in the 
picture, ask us for a rundown of our results 
and services. You could be opening a whole 
new chapter in your own success story. 


Swiss Bank Corporation 
Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 


‚ General Management in CH-4002 Basle Aeschenplatz 6, and in CH-8022 Zurich, Paradeplatz 6. Over 200 offices throughout Switzerland. Worldwide 
network (branches, subsidiaries and representatives) Europe: Edinburgh, Frankfurt, London, Luxembourg, Madrid, Manchester, Monte Carlo, Paris. 
North America: Atlanta, Calgary, Chicago, Houston, Los Angeles, Montreal, New York, San Francisco, Toronto, Vancouver. Latin America: Bogota 
Buenos Aires, Caracas, Lima, Mexico, Panama, Rio de Janeiro, Sáo Paulo. Caribbean: Grand Cayman, Nassau Middle East: Bahrain, Cairo, Tehran 


Africa: Johannesburg. Asia: Hong Kong, Osaka, Singapore, Tokyo. Australia: Melbourne, Sydney 
LINTAS ZÜRICH SBV 486 
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NBK.A leader amongst 
Arab banks.Worldwide. 


% The image ofa camel ‘computerised’ aptly expresses the blend of 
traditional values with advanced technology that characterises the 
National Bank of K uwait. 
For over a quarter of a century NBK has sought to bring east and 
west closer, and to strengthen economic links between countries of the 
Gulf and the rest of the world. Our prestige throughout the Middle East 
and our size - total footings of over USSII billion - makes us one of the 
region's most influential financial institutions. 
Commercial, investment and private banking. Trade and project 
financing. Foreign exchange and treasury. These are the core activities of 
our growing range of services. 
Historically most of NBK 5 business has been in the Arab world. 
However, since 1980, we have become increasingly active in the world’s 
important financial centres where our branch offices provide МВК 5 overseas 
corporate clients with direct access to the important Middle East markets. 
Whatever your needs in the Arab business world your first call should be on 


NBK , the bank whose corporate symbol is the camel, associated in Arab tradition 
with strength, endurance and wealth, 


Kuwait - Head Office Tel: 2463334 
London Tel: 01-9200262 London - Licensed Deposit Taker 
New York Tel: (212) 303-9800 - Singapore Tel: 2225348 


The National Bank of Kuwait sak 
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_ he gor ета пап 


i tonger than most voters in the rich democracies can 


| lude that Leviathan, once ined 
Others think the taming has (ERES so 
they will soon be electing govern- 


rything. : oth shrinkers Em boosters are going to be 
nted. For the health of late-twentieth-century 
mocracy, it is important to understand why. 

atate талшын has too кон been increasing as a 


ion апа Беа In 1960 it ckeesded one- 
GDP in only two of the 24 OECD countries; now, 
3 of them. The average was 45% in 1984, 

om 31% in Switzerland to 64% in Sweden. 
jumped most in the 1970s, when GDPs grew 


ing t cir coats to fit their cloth. It probably fell a 
"tion last year, and is set to do so again in 1986. 


The limits to growth 
he ratio of public expenditure to GDP would not have 
~ «Sen as fast as it did in the 1970s if economic growth had 
earlier zip. If the real GDP of, for example, 
Japan had grown in 1975-84 by the 8% a year it 
averaged in 1965-74, then the Y 100 trillion that the 
ү government spent in 1984 would have been 
only 25% of GDP instead of the 33% it actually was. To 
that can be added the fact that, in Europe particularly, 
зоте of the extra public spending today is caused by the 
4 h cost of social security payments when unemploy- 
is high: 5% of British expenditure, for example, 
ot to mention the revenue lost when tax-paying 
rkers lose their jobs. Assuming that the world is not 
i -have two more oil shocks or a new bout of 
igit inflation that will have to be stopped by a 
the chances of faster GDP growth—hence of 
€ being room for more state spending without 
taxes—seem, on the face of it, quite bright. 


: es, whereas public spending is by definition part of 
white economy. which insists that government 


spend only if they levy taxes (or borrow and 
interest). As taxes rise, more people decide to evi 
them. This happens at different stages in different 
countries, depending on cultural attitudes and the zeal 
of the tax-gatherers. Italians, who still cannot believe 
that Garibaldi was right to bang on about all that 
centralised nonsense in Коте. have created a blac 
economy that may be as big as a quarter of official GDP. 
Even in law-abiding West Germany, the black economy 
may be equivalent to 10% of GDP , according to a ne 
estimate by the Federal Labour Office. 

Such figures suggest that every OECD country ha 
already exceeded the limits of taxation, in the sense thi 


. each extra pound or D-mark that the government ta es 


in higher taxes loses it a growing number of. pennies 
pfennigs through avoidance and evasion. Some co 
tries could even discover the wild fancies of the Laf 
curve: an extra dollar raised through higher taxes 
driving more than a dollar away. The black economy 
by denying governments some revenue, sets a limit оп 
how much they can spend. 

All right, say some big-spending politicians, for 
argument's sake let's accept that constraint: it still does. 
not mean that public expenditure has to be held b 
Provided economic growth picks up, governments - 
be able to spend more without raising taxes. That is stil 
too sanguine—and thus harmful. because it.leads peo 
ple to expect more from the state than it will be able to 
deliver. Those who want to feed Leviathan, as much 
those who would shrink it, need to admit that what the 
state has already promised is bound to be extremel 
expensive. 

Debt interest. for a start: in America it has risen from 
776. of public spending in-1975 to almost 10% in 1982 
and 14% today. For France the growth is faster stil 
from 4% to 63% to 9%. The public borrowing that 
probably crowded out some private spending in the past 
is certainly going to cause some of the non-interest bits 
of public spending to be crowded out in the future. 

Other existing government commitments will prov 
even dearer. Most had been made by the early gs : 
when life expectancy in the OECD countries was abou 
four years less than it is now. People are gettit 
and therefore have more time to be sick. A lot 
pass their years in hospital, surrounded by life- 
ing. budget-stretching instruments. More doctors а 










рау more to get them; yet the average patient will not 
-feel that he is getting more attention than his parents 
Фа. And pensions for an aging population are sure to 
- become a growing call on the public purse. On present 
plans, the cost of Japan's state pension scheme will 
- double from 5% of GNP today to 10% in 2010 (see page 
61). Forget about raising the weekly pension in real 
terms; the total real cost will rise anyway. 

Demography i is not the only thing boosting the cost of 
public services. The streets are not getting safer, so 
more will have to be spent on the police. The world 
shows few signs of pacifism, so defence budgets— 
al ady smaller as a share of most OECD countries’ GDPs 
than in the mid-1950s—will keep growing. For these 
and other items, the public sector's propensity to push 
up costs faster than the private sector means that the 
momentum of existing state programmes is enormous. 



























, ocial workers paid by bonus 


the things they are used to, they also want to pay lower 
- This paradox is not new, but will become 
immeasurably more important. Those politicians who 
respond to it best will prove the most successful 
overnors of the next few generations. 

That title used to belong to the governments that 
presided over the most efficient private sectors. In 


"Though voters expect the state to go on doing most оѓ 


future, the efficien pu ill matter at 
least as much. In many countries that means, to begin 
with, passing chunks of what is now public into private 
hands: airlines, coal, steel, shipyards, telecoms—in 
short, many of the businesses that are nationalised in 
Europe but never have been in America. What began in. 
Britain as Margaret Thatcher's doctrinaire privatisation. 
will come to seem pragmatic and routine. throughout 
Western Europe, and many other countries as well. It 
will be done not to “destroy the state”, but to give the 
bulk of it that remains a chance to serve the people. | 
The next stage will be to introduce. competition and. 
productivity standards into all state activities. Competi- 
tion will include open, non-nati iddin, 
things that governments now hold dear: the first OECD 
country to have its machine-guns and mortars made in 
South Korea or Brazil will be the one that has grasped. 
what it takes to make society work smoothly. Standards. 
need to be measured, and rewarded: so the successfu 
economies of the next century will be those wh 
nurses and teachers and bureaucrats have their outp 
assessed as surely as any factory worker or salesman 
does now, and where the best social worker will earn 
five or ten times more than his least effective colleague. - 
Those who have the strongest doubts about such a 
prospect are probably living in the country with the 
greatest. chance of turning Leviathan: into а. Teal. 
monster. 































Vhen words fail 

















The Eminent Persons from the Commonwealth had a 
gallant try, but'they did not succeed. The failure of the 
Commonwealth to spur South Africa into political 
change (see page 26) means that Britain's current 
version of constructive engagement in that country has 
shot its bolt. Mrs Thatcher now has to choose between 
inaction that suggests indifference and readiness to join 
other western and Commonwealth countries in a tight- 
ening of economic sanctions. 

Sanctions have a dismal record. They are a legitimate 
way of expressing distaste or despair, but they rarely 
change the things that cause those feelings. They can all 
00 often be evaded. They sometimes stiffen the backs 
f the sanctioned and spawn dissent among the sanc- 
ioners. Once applied, they are embarrassing to remove 
if they turn out not to have worked. Yet they remain 
one of the few extensions of diplomacy available to 
governments short of war. 

The moment has long passed when pressure from 
outside was needed to jolt white South Africa away 
from complacency and apartheid. The flawed exercise 
n constitutional reform, introduced in 1983, unleashed 
forces for change. within the country that have fed on 
themselves ever since. President Botha’s government is 
now trying to cope with a ferment in which black 










- The tests for applying new sanctions to South Africa 






revolutionaries and black trusties. are killing each other, 
and white opinion is more violently divided than ever 
before. Upheaval will continue without external prod- 
ding. The only case for a prod is the hope that it wi 
influence the way in which the upheaval happens. „лт 
Are economic sanctions the right goad for South 
Africa? Part of the case against them has vanished. The. 
idea that prosperity itself was a force for change— 
making educated and well-paid blacks indispensable to 
whites, and involving them irreversibly іп capitalist 
wealth-creation—was a fair-weather thesis that has now 
become irrelevant. The risk that sanctions might create - 
a laager mentality, doubly resistant to change, has also 
to some extent been overtaken by events. There is 
already enough fear and loathing in South Africa to 
rally the hard men around the Voortrekker monument. 


Four questions for boycotters pE 
But to move from vis gov о а 
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stay a democracy, and will preserve human rights and a 
free-market economy. It wants to preserve the wealth 
that so much western capital has created, and to keep 
South Africa within the community of western ideas. 

Does the West have a clear picture of what it would 
be trying to encourage through new sanctions, or would 
it just be advocating an instant conversion to virtue? 
The Commonwealth’s mediators were specific. Legalise 
the African National Congress in return for a ceasefire, 
they said. Free Nelson Mandela and other political 
prisoners. Get all parties around a table, to try to 
negotiate a new constitution that will enfranchise 
blacks. These are clear objectives, and if sanctions are 
ever to work they need clear objectives. 

Whose ‘minds would the West be trying to change 
through stiffened sanctions? The laager men on South 
Africa’s far right, with 20% of the white vote, will feel 
nothing from sanctions beyond a mild thickening of the 

"in. Supporters of the Progressive Federal party, with 
other fifth of the vote, need no persuading. The 
target must be the main body of the ruling National 
party, whose mandate President Botha needs if he is to 
face down the far right. 

Can a credible set of new sanctions be assembled? No 

measures will work unless they are supported by all or 
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almost all of the countries which supply the goods or 
services placed under sanction. A total blockade of 
South Africa would be impossible and in any case 
inappropriate. Whether the blacks want it or not, a 
crippling of the economy would cripple them and the 
neighbouring black countries too. It might do a lot for 
change in southern Africa but not for the sort of change 
the West wants. 

The right next step is one in which western govern- 
ments try to promote the desirable sort of change. The 
United States and the European Community could ban 
all military contacts and the supply of military equip- 
ment that is still getting through to South Africa. There 
might be added—if it passes the enforceability test, 
which is less certain—a moratorium on passenger air 
transport between these countries and South Africa. 
Both things depend upon a western consensus. They 
should be pursued only if there is a general and credible 
agreement to support them. 

The idea of using sanctions against apartheid dates 
back to 1962. If it now moves into a new stage, it will 
mark the end of a period for Britain, an old acquaint- 
ance of South Africa with a lot to lose there. Construc- 
tive forbearance is no longer a credible answer to the 
rush of South African events. 





Bob Hawke hooded 


His government has lost sight of the need for freer markets in Australia 


The looming collapse of Australia's economic policy 
- will disappoint many in Europe as well as in the Lucky 
Country. They had dared to hope that Mr Bob Hawke's 
Labor government had found a way to create jobs 
without boosting inflation. His government first put an 
' zomes-policy lid on wages, and then increased de- 
and in the classic Keynesian way. After some success, 
the plan is going awry. Labor's own treasury minister 
says that unless Australians wake up to their problems, 
the country will soon be a banana republic. 

Discount much of such talk as Treasury hyperbole, 
designed to get Australia's grumbling workers in the 
mood for another round of wage restraint (see page 28). 
Note too that until recently the achievements of Mr 
Hawke's policies looked impressive. His “accord” with 
the unions has held, more or less; and it did let him 
reflate out of recession without igniting a wage explo- 
sion. Since he took office in March 1983, real GDP has 
grown at an average annual rate of 4.5% and the 
number of people in jobs has grown by more than 11%. 
Would that European countries could achieve as much. 

Financial markets, however, are ever more conscious 
of the flaw in the Hawke experiment: a widening 
current-account deficit. The accord with the unions 
hs not stop Mr Hawke's reflation from sucking in too 

any imports. Nor could it protect Australia from a 
slump in the world prices of many of its export 
commodities. Together, these caused a slide in the 
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value of the Australian dollar, which caused an increase 
in the price of imported consumer goods, which (thanks 
to the price-wage linking in the accord) fed back into 
wages, and thus domestic costs. So the current-account 
deficit has increased from 32% of GDP in 1983 to 6% in 
1986, and the inflation rate hovers above 9%. 

Most worrying of all, Australia has had to borrow 
from abroad to finance the deficit, swelling the coun- 
try's external debts to more than $35 billion. To keep 
that cash coming, and to prevent an even faster slide in 
the dollar, Mr Hawke has had to keep interest rates 
high. They topped 20% late last year and are still more 
than 17%, among the highest of the OECD countries, in 
both real and nominal terms. The credit squeeze has 
strangled investment and economic growth. Workers 
are beginning to feel cheated. Mr Hawke made a fresh 
appeal for co-operation this week, but renewal of his 
accord this year is in doubt. The scene is set for a 
spectacular collapse into stagflation. 


A flexible supply side 

Mr Hawke's gamble was that a boost to demand would 
mean extra output, not inflation, if only the supply side 
of the economy could respond. He has found out that 
an incomes policy, even when it holds, is not enough to 
guarantee this. First, because controlling real wages is 
not much help if productivity is so low that competitive- 
ness fails to improve. Second, because heavy reliance 
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on centralised wage-bargaining is а rigidity in its own 
right, making it harder for the economy to react to 
changing patterns of demand. Australia’s tariff barriers 


Ж aggravate the problem. They have produced a rich 
_ country with a developing country’s economic base, 


ever vulnerable to shifts in world commodity prices. 
Mr Hawke began with a far bolder commitment to 


supply-side policies to promote freer markets than the 
protectionist and conservative government he defeat- 
ed—witness his sensible deregulation of financial mar- 
kets, and his decision to let the Australian dollar float. 
But soon he let success or failure hinge on the wages 
pact. His interest in overdue structural changes dwin- 
dled too quickly. He needs to revive it. 





Austria infelix 


. Those who confused the Waldheim issue did it, 
. and themselves, a disservice 


Today’s Austrians are confused about themselves. That 
is no reason for other people to become confused about 
them. Hatred of Jews was not the main motive that led 
a majority of Austrians to vote Mr Kurt Waldheim into 
the presidency on June 8th. The alternative was to elect 


= the uninspiring candidate of a Socialist party which, 


. after 16 dee in office, has run out of steam and into 


16 
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trouble (see page 37). Many Austrians resented what 
they saw as foreign meddling in their country's politics. 
And Mr Waldheim's backers had depicted him as a 
world-renowned Austrian who could make Vienna a 
pivotal point of diplomacy—a seductive argument. 

That argument proved disastrously wrong. Some 
other countries will shun contact with Austria's new 
head of state. As weli as constricting his travels, this will 
produce awkwardness in Vienna itself, notably in 
November, when a 35-nation East-West conference is 
due to begin there. Few Austrians will be consoled by 
seeing their president gladhanded by the Russians, who 
have dismissed the revelations about his "forgotten" 
1942-45 activity in Greece and Yugoslavia as products 
of American-Zionist propaganda. 

Mr Waldheim and his backers, with a shrewd sense of 
electoral tactics, held the Socialist party mainly respon- 
sible for those revelations, despite the prominent role 
played by the World Jewish Congress. The Waldheim 
people could have done more to discourage Austrians 
from lapsing into anti-semitism. Though the signs of 
such a lapse have been limited, they are disturbing. 


Rub out the 49th parallel 


Freer trade makes sense for North America—and the GATT 


Can Canada and the United States supply the tonic that 
faint-hearted traders need to revive their faith in open 
markets? The two countries—whose trade with each 
other accounts for 6-7% of world trade—have started 
talks on a free-trade area in North America. Their 
agenda is a preview of the next GATT round: agricul- 
ture, services, subsidies, the flow of foreign investment. 
Any progress towards freer trade in North America, so 
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The enthusiasm with which much of the Arab world 
has greeted Mr Waldheim's victory is just as disturbing. 
Some Arab newspapers have quoted Mr Waldheim 
claiming that the exposure of his past was an act 
Jewish vengeance for his refusal to favour Israel while 
he was United Nations secretary-general. To 
conviction, this claim would need to rest on evidence 
that Mr Waldheim's relations with Israel were markedly 
worse than those of other holders of the UN post—who, 
like him, have been blackened in Israeli eyes by 
association with majority voting in the UN over which 
they had no control. There is no more persuasive 
evidence of that than there yet is of his responsibility for 
Nazi war crimes in the Balkans. 

Austria is not a nation of anti-semites. It deserves 
credit for its role as a helpful way-station for some of 
those Soviet Jews who have won permission to emi- 
grate. True, Austrians in general find it convenient to 
claim that in 1938-45 they were not Hitler's willing 
servants but his captives. Unlike most Germans, most 
of them have felt no need to make exorcising acts of 
acknowledgment and repentance for those years' bar- 
barities. That they could make Mr Waldheim their 
president after finding that he had long kept quiet abou* · 
his wartime activities suggests a sluggish complacency 
But the true issue—Mr Waldheim's long prevarication, 
and what this says about his integrity—has been ob- 
scured by the unproven talk of war crimes. Those who 
obscured the issue did their cause no good. 





long as it does not discriminate against other countries, 
will give GATT a lift. 

Canada's economy will probably continue to become 
steadily more integrated with America's, whatever the 
two governments do. Canadians ought to welcome this, 
though many of them don't, because decades of ex- 
panding trade and real incomes in Canada have shown 
that Canadians are better off in a single North Ameri- 






can economy. Tariffs between the two countries are 
low, making further tariff cuts irrelevant. Both sides 
have concluded, rightly, that there has to be a big deal 
on trade or no deal at all. - 
Canada needs a free-trade pact more than its big 
. neighbour. Over 75% of all Canadian exports go to the 
- United States, up from 65% five years ago. So Canada's 
_ prosperity depends heavily on access to a market now 
| threatened by protection: the day before free-trade 
. talks opened in late May, President Reagan put a stiff 
ariff on American imports of some Canadian wood 
. Protectionist pressure from Congress also 
the Reagan administration a stake in the free- 
pact. The president's policy is to keep Congress at 
by prising foreign markets open for American 
porters. That policy is in danger of collapsing before 
yember’s congressional elections. 








‘al conservatives; conservative liberals 

governments are learning that being timid about 
ld plan for a free-trade pact can only increase 
opposition o it. Mr Brian Mulroney, Canada’s conser- 
-vative prime minister, has now screwed up the courage 
to talk openly of free, rather than "enhanced", trade 
with the United States. Those who opposed the trade 
_ talks—industrial Canada's provincial governments, the 
unions and many businesses—show signs of thinking 
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: Mexico officially opened the international debt crisis in 
. 1982. Four years later, it threatens to become the first 
big debtor to default. Although it owes nearly $100 
z "lion, nobody need panic. The world economy is 
ch healthier now, and the domino theory of a 
ssive debt collapse no longer holds. Mexico's 
latest threat matters in a different way. It poses the first 
real test of what the big industrial countries claim is a 
new mood of economic co-operation. An avoidable 
default would show all that to be empty talk. 
The. fall in oil prices that is such a break for Brazil, 
Latin America's other big debtor, has made a mockery 
of economic hopes. in Mexico, which depends on oil 
exports for three-fifths of its foreign exchange. Its talks 
¿with the IMF on a new economic plan drag on. In the 
meantime, the commercial banks will agree to noth- 
 ing—and Mexico's officials hint that unless creditors 
grant new concessions their government will act alone 
(see page 67). 
_ Debt negotiations are often a poker game involving 
bluff and counter bluff. But Mexico's threat is believ- 
able. Suppressed discontent over Mr Miguel de la 
Meis s leadership surfaced at the opening ceremony 
f the World Cup soccer competition when the crowd 
booed their president throughout his speech. Economic 
| ipismanagement 


















‘Its ¢ debt throes need the attention of Dr James Baker 


e list of complaints, and many 















































again. And the Reagan administration, always slow to 
act on trade until pushed, is at. least. paying more 
attention to the talks with Canada. _ 
Free trade could nonetheless be tripped up on either 
side of the border. In Canada, two previous attempts to 
abolish trade barriers—in 1911 in in the late 
1940s—collapsed when the opp | 
the government of selling out to 
The opposition Liberal party, 
trade, is quite capable of pe 
again. In the United States, poli 
gress against Canadian impo 
could also scupper the talks. — 
Mr Mulroney can best defend 
with America by two tactical | 
harder for an agreement within th 
so. If that fails, beat a retreat w 
Canadian general elections, expect 
the boldest plan stands a chance of 
Canada lobby. But it does leav ОУ 
exposed to the hoary argument tl nada i is being 
mortgaged to Wall Street bankers. Better to fight a 
short, sharp campaign for a free-trade pact—and then 
keep the idea alive by tackling the same trade barriers. 
in the next GATT round if bilateral talks fail—than to , 
risk defeat and another long dela i in aad North. 
American trade. ; | 



















Mexicans can think of no greater mismanagement than 
to cave in to gringo bankers by agreeing to fiscal. 
restraint, deep cuts in imports and another recession 
like that of 1982-84—all so that mega-rich New Yorkers 
can go on getting their interest. 
Suppose Mexico limits its interest payments to 25% 
of exports. It will then pay to rich-country banks. 
roughly half what it did last year, and American banks. 
will take most of the loss. If it proves too much for them. 
to absorb, the Federal Reserve can cushion the blow, 
creating new liquidity if need be. In other words, a 
general banking collapse is well-nigh. inconceivable. | 
Nor is the defaulting habit likely to spread. Mexi 
sounded out Brazil and Argentina on the possibility of 
some sort of joint debt moratorium. They said no. Their 
debt problems suddenly seem tractable. 
It is not the safety of the world banking system that is 
at stake this time, but the grittier question of who bears 
the burden of Mexico’s worsening plight. Should it be 
Mexico alone? Or the banks that gambled rashly that oil 
would stay dear when they lent the money in the first 
place? Or should it be rich-country taxpayers, who 
would ultimately pick up the bill if their banks are 
cushioned against the shock of any default? 
Fairness dictates that the cost of failure should fall on 
the principals: Mexico and the banks together. Com- 





n sense tells everyb t it is in their interests 
elp out too. As Mr ones Baker, America's 
reasury secretary, keeps saying, everybody gains if 
ernational economic policy—on debt, exchange 
ates, trade imbalances, you name it—can be sorted out 
thi ugh negotiation. His plan for new lending to the 
ernational debtors followed the same thinking; ev- 
rybody, bankers included, endorsed it. Mexico's 
threat of default is the plan's first challenge. 


















Le Baker take charge 

Having won a consensus for the Baker plan, America 
needs to take the lead in making co-operation work. 
The banks refuse to budge until the IMF awards Mexico 
ts Gladstonian certificate of fiscal rectitude. Yet it is a 
ake to make debt relief for Mexico depend entirely 
on an IMF-approved plan that focuses on short-term 
stabilisation policy, because (a) the Mexican govern- 
ment hardly dares risk such an agreement, and (b) its 
ent problems call for long-term solutions. Since 
ca's banks will lose most if things go financially 
wrong, and its border states if Mexico goes politically 
wrong, Mr Baker has every reason to point the way to 





















this long-term solution. 


His package can afford to be conventional because | 
oil-dependent Mexico is so obviously a special case 
among the big debtors. It ought to include cash from the 
IMF's compensatory financing facility, reflecting the fall 
in the price of oil. The World Bank should le 
Mexico too poepie its loans not to sho 








tive exchange rate. In return for this | 
Mr Baker needs to insist that the b. 
either to lend Mexico a few billions i 
agree on new terms that would include the i cnpitalisa- 
tion of some interest payments. Better still, get them to 
do both. : 

Many other packages—wrapping. up 4 i 
and domestic-policy changes—could clo: 
billion-6 billion new-money gap. They all have 
thing in common: they will not happen by themse 
They will have to be put together, and pushed throu 
by somebody with clout. Mr Baker has waxed eloquen 
on the need for international economic co-operation. 
Here is his chance to do something about it. 












































i a matter for Britain’s monopolies commission 


.Muddle-headed and time-consuming, the British gov- 
© ernment's competition policy is going to get the rethink 
. that it needs. The government had dropped hints of a 
review since last autumn, yet only now has it given the 
go-ahead to Mr Hans Liesner of the Department of 
- Trade and Industry. By the time his report is finished, 
in nine months or so, its recommendations might get 
Jost in an election. This risk should not make the review 
vany less bold. Britain's competition law, from mergers 
-to restrictive practices, needs an overhaul. 

The biggest source of muddle in the present policy is 
-the nebulous idea that decisions on mergers or monopo- 
lies should take into account not just competition but 
."the public interest". This is supposed to allow the 
government to keep tabs on defence contractors, for 
instance, or protect jobs as well as consumers. In fact, it 
has given this government, and others before it, a veiled 
excuse to stick its nose into any bid it has not liked the 
smell of. This explains why Mr Tiny Rowland, the boss 
г оғ Lonrho, had his attempt to take over the House of 
- Fraser blocked and his bid for the Observer newspaper 
referred to the monopolies commission, while other 
“much more dubious Fleet Street and department-store 
takeovers were waved through. And this week the 
Office of Fair Trading (OFT) referred the bid by London 
International Group for Wedgwood, a fine china mak- 
ег, ostensibly on competition grounds but more proba- 
bly because of a general feeling that Wedgwood is 
2 If quite nicely. 

there is often m 









to consider in а 


he ie public interest is a matter for politicians; competition 





takeover bid than competition. The government was 
worried about the bid by Elders IXL, an Australian 
brewer, for Allied-Lyons, а British food-and-drinks 
giant, because of the high leveraging the takeover 
would require. Concerns of this sort are sometimes | 
justified and it would be politically. unrealistic to deny 
the government the right to act upon them. But the 
cases must be exceptional and the government must b — 
seen to deal with them as individual political problems. 

The OFT and the monopolies commission would do: 
better sticking to questions of competition. Even there, 
the recent spate of mega-mergers and the growing 
reality of global markets have underlined the need for a · 
greater flexibility in the two bodies’ outlook. Bids 
should not be referred or blocked just because they 
would give the new company more than 25% of the 
market. Nor are narrow national boundaries the right 
framework: British firms need to be large enough to` 
compete internationally. With such subjective matters 
to think about, the OFT and the monopolies commission 
would not find life boring, but they would be able to do 
their job quicker and more efficiently. ~ 


Restrict restrictive practices 


Ат the moment, decisions on antitrust issues take an 
age. Once a bid is referred, the monopolies commission 


generally takes six months to make its mind up. It: 
exhaustively examines the t ) companies rather than 
concentrating on whether the proposed пороге would 

endanger competition Th : : 











REED INTERNATIONAL 
Well positioned for growth - 








Our changing profile 


1981 12 ? Sales 1985/6 Sales 


PA 


| DISCONTINUED 
| ACTIVITIES 


100% 


| Inter-company Sales 
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PRELIMINARY RESULTS FOR YEAR Е. ED 


.31 MARCH 1986 


Turnover 


Operating profit - UK 
~ Overseas 


Profit before taxation - UK 
~ Overseas 


Taxation - UK 
— Overseas 


| Profit before extraordinary items 


Extraordinary items 
Profit attributable to ordinary shareholders 


Earnings per ordinary share 779,5р Sp. $3 536p 
Dividend per ordinary share 225p 185p 
(Final dividend of 16р per ordinary share) 


OPERATING GROUP 


TRADING RESULTS 
Trádir ng. 
, Profit 


Reed Publishing 
Consumer Publishing 
Paint and DIY 
Packaging 

Reed Trading 
European Paper 
North American Paper 
Central Costs 
Continuing activities 
Discontinued activities 
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| From the Statement by the Chairman, Leslie Carpenter: 


“I consider that these results represent an excellent outcome for the year, 
and provide a sound basis for the future. 

“Our objectives and strategy are clear. We shall continue to concentrate 
our resources and investment on those activities where our skills апа 
experience lie and where we expect to achieve both growth and greater profit. 
These include business and consumer publishing, the decorative paint and 
DIY sectors of the home improvements market, and packaging and paper. 

‚ "We shall maintain our geographic spread, focussing particularly on the 
United Kingdom and North America. 

"Action already taken is moving Reed International towards these 
objectives. With the growth in earnings per share expected to continue at 
levels well above inflation, and with a strong financial base, I believe that 
Reed International can face the future with confidence" 


D Annual Report will be published on 28 June 1986. 

| If you would like a copy please complete the coupon and 
send to: Corporate Relations, Reed International P-L.C., 

| Reed House, 83 Piccadilly, London W1A 1EJ. 


| Name 
| Address 




























- if itis eventually авгай or it сап Jenie: a rival bidder, 
which might have less industrial logic for merging, with 
a clear run at. the targe 

Removing public-interest. questions from: the author- 
‘ity of the competition bodies could reduce the time they 
take to reach merger decisions from months to weeks. It 
would also allow a belated move in the right direction 
for Britain's policy on restrictive practices. Today, such 
ractices are seen merely as potentially, but not always, 
gainst the public interest. The worst that can happen to 
| company that restricts competition is for it to be fined; 
ts directors cannot be prosecuted and put in prison, as 





they € can in America: Nor can | injured companies ‹ or 
individuals turn to the courts for compensation. While 
the OFT can slap wrists, it has no wers of search or 
seizure in its investigations. Б. z 

Competition authorities should always be concerned 
with the narrow issue of competition in a particular 
merger. But they also need the freedom to make wider 
judgments on what promotes competition and what 
does not, and the powers to enforce their judgments. 
Mr Liesner has a belated opportunity to demand these 
things in Britain: the next government, ‘whatever its 
stripe, would do well to oblige him. — 








Ramblers charter 












































How would you feel if a party of tinkers set up camp on 
your front lawn? The Dorset farmer who found several 
hundred travelling folk had done so on one of his fields 
was entitled to feel the same. But how would you feel if 
hundreds of policemen invaded your encampment— 
llicit or not—at dawn, evicting you from your mobile 
home to trail off, with such baggage as you could carry, 
'ain-sodden children and animals at heel, along the 
oadside to nowhere? Few people have emerged with 
credit from Britain's early-summer sideshow. Not the 
travelling drop-outs; certainly not the home secretary, 
nor the Hampshire police force boasting of its dawn raid 
as if it had faced an armed brigade of AIDS-carriers from 
Tartary. There was one admirable exception: a local 
eader of the National Farmers Union who had the 
simple sense to recognise that drop-outs, too, have 
human needs. He found them land for a brief stay. 

- His action raises much wider issues. Who and what is 
he countryside for? Farmers know: for them, to farm. 
` But as the outcry against food surpluses has grown, they 
have started to admit other claims, those of conserva- 
. tion and recreation. The three are not easily combined. 
Моге crops mean fewer hedges, woods and footpaths; 
тоге wild life nearly always means smaller crops; more 
j public access can mean more risk to livestock and to 
‚ wild life too. Indeed, some conservationists, like many 
< farmers, do not want wider access, reckoning the 
. human species already tramples too widely over others. 
_ Although that view is sometimes suspiciously selfish, it 
is true that if you let enough people loose on the 
“wilderness it becomes a holiday camp. How can the 
.. rival claims be satisfied? 

=- One answer is the law. Just as it has been used against 
© drop-outs, so it can be, but seldom is, applied to errant 
farmers: eg, those who (lawfully) plough up footpaths 
-but (unlawfully) do not restore them, as happens to 
60% of the footpath mileage that runs through arable 
Лапа. The law could be altered, too: to ensure access to 
_ common land (no such right exists for 80% of com- 
mons); to stop farmers messing up national-park land- 
scapes (as they can, if “r forgo pan aid); to apply 





British ЗЕЕ need new sources of income. Other people want 
. to walk on their land. The two groups should get together 





planning control to farm buildings and rosis, now all 
but free of it. 

For a better answer, consider the pheasant. Why- 
does it—and the woods that shelter it—survive? Be- 
cause some people like shooting it, so others can make - 
money rearing it for them to shoot. Pheasants, like- 
grouse or deer or trout, have become a ‘crop; cast a. 
worm into the Kennet or give your corgi access to some - 
shooting syndicate's coverts and you will soon: learn. 
The trouble is, as those cases suggest, that the sport and 
the access are reserved to minorities. How can the 
opportunities be widened? Answer: make them pay. 


With a prod from Whitehall : 
Bringing commerce to the countryside depends mainly 
on farmers. Some are doing it, offering holiday cot- . 
tages, bed and breakfast, caravan and camp sites—and - 
access to their own land with them. Others have 
developed pony-trekking, lake or pond fishing, the- 
wrongly derided "'horseyculture". A few offer far 
tours to school parties. The obstacles here are lack ot 
experience, or advice—especially on marketing—to 
make up for it, and of personnel: a good farmer may be . 
a bad park organiser, his busy wife an unhappy. 
boarding-house keeper. 

Public help is needed too. Planning control on farm 
buildings is too loose; that on non-agricultural ones may 
be too tight. But the big issue is whether public money 
should go to encourage activities for which farmers 
cannot charge. Should they be paid to keep up foot- 
paths—stiles, hedges, walls, ponds, woodlands—or to 
create new ones? To alter farming. practices—leaving 
the edges of fields unploughed, for example? Some 
such subsidies exist; the new “environmentally sensitive 
areas" will provide room for experiment with others. 
Many bodies are studying the farmers’ alternatives: the 
Countryside Commission, the Centre for Agricultural 
Strategy at Reading, Wye College (land set-aside), the . 
Game Conservancy. The good news is that much of this: 
is happening at Whitehall’s behest. A policy for the 
aera е not jest farming, is long Overdue. 





Business Class of 2001. 





A: Cathay Pacific, we've always been slightly ahead of our time. 
We were the first airline in Asia to introduce a real Business Class, the popular 
Marco Polo Business Class. And, in keeping with our prime objective, helping all our passengers 
arrive in better shape, we've pioneered longhaul non-stop flying. For example between London 
and Hong Kong, Hong Kong and Frankfurt and the long Pacific haul to Vancouver. 
But not content to be the first with a Business Class, we're constantly improving it. And 
we're developing even more non-stop routes like Hong Kong to Rome which started this Spring. 
So when these businessmen of the future take to the skies, they know that now 
and in the year 2001, Cathay Pacific, Hong Kong's airline, will continue to help them 


arrive in better shape. 








\ ET — Arrive in better shape 
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The Swire Group FH AMEN 


The signs of change. 


If you've been to The Californias lately, you know there's a new 
momentum, a new attitude that has made change a part of public 
policy and public policy a part of change. 

Yes, The Californias comprise the world's seventh largest 
economy. And, yes, we may be the fourth largest by the year 2000. 
But it won't be because we're lucky or nice. It will be because we 
made it happen. 

Were taking care of business. We're making it easier. 

Maybe that's why nearly thirteen hundred companies have 


located or expanded here in the last three years. a 
The signs are everywhere, ° . 
and they all say the same thing. | | е Califor n lds 


T1 » CNN 
The all Sa i California Department of Commerce 
y y Go , Office of Business Development, РО. Box 9278, Dept. 55 
у | Van Nuys, СА 91409 

















The Californias put 
more money into its 
public education system- 
grammar schools, high 
schools, universities and 
post-graduate schools — 
than any other state. 
We'll spend $21.6 

gp billion this year Tha 

a 35% increase over 

three years ago. 





Californians bought X 
more retail goods in “x 
1985 than Texas, >27 
Arkansas, Louisiana, > 
and Oklahoma. 

Combined. Over $160 V 


billion. (Thats up 4096 
from 1980.) The states 
total personal income 
for 1986 is forecast to 
grow 20% faster than 
the rest of the nation. 


It takes a real leader 
to say this: The 
Californias 
are #23. In 
overall tax 
burden. In 
1978, we 
were #4. 

Ve had a 
billion and a 
half dollar deficit 
in 1982. Now we 
have almost a billion 
dollar surplus. 
Without a general tax 
increase. 


The Californias 
have seen nearly $35 
billion of new 
commercial and 
industrial construction 
since 1980. But we still 
have all the land you 
need, at every price— 
including more fully- 
improved business parks 
than anywhere else in 
the world. 






























The Californias will spend 
$3 billion on streets, 
sewers, water delivery and 
related infrastructure this 
year That’s 1/3 more 
than 1984. (And an 
additional $16 
billion expenditure 
before 1990 has 
been proposed.) 
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If you've priced 
office space in 
London, Tokyo or 
New York lately, 
$50 per square lg 
foot per year | 
won't surprise 
you. Compare 
that with a 
ringside seaton | 
The Pacific | 
Rim for just 
$26 or $30 in 
Los Angeles 
or San Im 
Francisco. |f 
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The new Minolta EP50 Personal Copier. 

It's the smallest Minolta copier ever. Yet despite its extraordinarily compact 
body, the EP50 performs as if it were twice its size. Copy in red, blue, green, 
sepia or black; change colors simply by changing imaging units. Copies offer the 
same superior quality that Minolta users worldwide have come to rely upon 

At the EP50's heart is a unique, Minolta-developed imaging unit that has a 
major copier components built in. A single unit produces years of low-cost 
copying while when expended, simply pop in another 

Simplify your life. Discover the new Minolta EP50 Personal Copier soon at a 
dealer who sells quality Minolta business equipment 


MINOLTA PERSONAL COPIER 





MINOLI, \ MINOLTA CAMERA CO. LTD. Business Equipment Operations. 30, 2-Chome. Azuchi-Machi, Higashi-K вака, 541, Jopor 


See the EP50 at these Minolta subsidiaries ond distributors 
























Bonglodesh Brothers international Lid. National Scout Bhadan, Inner Circular Rood, Kakrail Dhaka Philippines г. Atok Que y, Metro Maniia 
G.P.O. Box No. 767 Phone: 400042 929 41-15 
Hong Kong Minolta Hong Kong Ltd, Room 208, 2-Е, Eastern Centre, 1065, King's Rood, Quarry Bay Singapore Ltd. 10, Teban Gardens Crescent, S 
Phone: 5-658181 
India Methodex Systems Pvt. Lid. 607-8 Meghdoot 94 Nehru Place, New Delhi 110019 Talwon nes Corp Fi. 75, Sec. 4, Nanking E 
Phone: 682475, 682476, 681826 5-500 
Malaysia City Marketing Sdn. Bhd. Wisma Cestel, №. 4, Jalan Kilang (51/206), 46050 Petaling Thailand рріу Co. Lid. 1808-18 D 
Joya, Selangor Phone: 03-7921033 (10 lines F 9155 to 7, 249-0 9 
Pakistan Allied Equipment Ltd. First Floor, Nelson Chambers, 1.1. Chundrigor Road Australia Océ-Australia Lid. 89 Tulip St fer 92 
GPO. Box 680, Karochi-l Phone: 219338, 21014€ New Zealond Viko Hold td. 33 Broodway, Newmarket, C P.O. Box 22€ 
Phone: 505-449 
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Who's who, and why, in Angola 


The civil war in Angola is a particularly 

uncivil war because it also involves South 

Africa, Russia and the United States. All 

three countries have, in some form, been 

entangled in Angola's fighting in the past 
го weeks. 

On June 5th, a seaborne South African 
force attacked three Russian ships in the 
southern Angolan harbour of Namibe, 
sinking one of them. Since then, on an 
undisclosed date, American anti-aircraft 
missiles were reported to have been used 
by South African-backed rebels to shoot 
down three Russian-supplied aircraft of 
the Angolan air force, which was support- 
ing an army offensive against the rebels. 
On June 9th, the rebels attacked Cabin- 
da, a rather detached bit of Angola where 
Americans extract a lot of oil. All three of 
the “intervening” countries—not to men- 
tion Cuba, which keeps a small army in 
Angola—would like, for various reasons, 
to extract themselves from the Angolan 
mess. But how did they get involved? 

Start with the main Angolan factions, 
which still use the names under which 
they were fighting each other even before 
the Portuguese walked out of the country 

n 1975. They are the Angola People's 
wiberation Movement (MPLA), which 
forms the government although it has 
never held an election, and the equally 
unelected National Union for the Total 
Independence of Angola (UNITA), which 
sometimes controls up to a third of the 
national territory, and has made both the 
main international railway and the north- 
ern diamond mines unusable. 

The MPLA was installed in power when 
the Portuguese pulled out, against the 
claims of several rival independence 
moyements, thanks to the backing of its 
old Russian friends. The Russians ar- 
ranged to arm, supply and transport Cu- 
ban soldiers (of whom there are now 
some 35,000 in Angola) to fight with, 
supply and give technical support to the 
MPLA. The Russians and Cubans justified 
their original intervention by the pres- 
ence in Angola of South African troops. 

The South Africans have justified their 
own military incursions into Angola, then 
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and subsequently, by truthfully asserting 
that the MPLA provides bases for the 
South West Africa People’s Organisation 
(SWAPO), the armed movement that 
would like to eject the South Africans 
from their unlawful occupation of Namib- 
ia, the United Nations territory to the 
south. But South Africa also likes to keep 
its black-ruled neighbours on the wobble 
by backing the indigenous opponents of 
their governments. In Angola it supports 
UNITA, which has its roots among the 
Ovimbundu people in the south and east 
of the country, and whose leader is the 
plausible and intelligent Mr Jonas Sa- 
vimbi. South African forces have several 
times intervened decisively, with air 
strikes and armoured columns, when UN- 
ITA bases have seemed under threat. 

The United States government became 
involved in Angola as part of its now 
fading policy of “constructive engage- 
ment” with South Africa. The Americans 
agreed not to press South Africa to get 


4 
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All this, and more, is Savimbi's 


s 


out of Namibia until the Cubans got out 
of Angola; there the matter stuck for 
several years. Meanwhile, Mr Savimbi's 
public relations triumphs in the United 
States persuaded enough senior politi- 
cians there that he deserved military 
backing. The American government is 
now openly offering UNITA “covert” sup- 
port, including supplies of new-fangled 
Stinger hand-held anti-aircraft missiles. 

UNITA has implied that these weapons 
have just been used to shoot down three 
MPLA aircraft (including an ancient MIG- 
19). That may be bluff, intended to im- 
press either Mr Savimbi's Angolan and 
Cuban enemies or his American backers, 
or both. But even the threat to use the 
Stingers will keep the MPLA’s air force out 
of action, since neither the Cubans nor 
the Russians wish to have their men killed 
or taken prisoner. 

There are Americans on the MPLA's 
side too. The waters off Cabinda cover an 
oilfield worked by American companies, 
of which the largest is Gulf Oil. Oil is by 
far Angola's biggest export, and (until the 
price collapsed) provided the MPLA gov- 
ernment with practically its entire reve- 
nue. Both the South Africans and UNITA 
want the American oil men out, but they 
refuse to quit. The MPLA sees that they 
are protected by its Cuban allies, who last 
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year defeated a South African marine _ 


raiding party and captured one of its 
officers. 

The MPLA has now started its expected 
dry-season offensive against Mr Savimbi’s 
men. With new Russian arms and (appar- 
ently) better training and morale among 

‘its troops, the government may threaten 
“Mr. Savimbi's headquarters. at Jamba, 
which he cannot afford to lose, and where 
his absences on public-relations assign- 
. ments in America have weakened his 
hold. Any weakening of UNITA in south- 
em Angola would strengthen SWAPO 
theres ^ 7 ; 
The South Africans badly need to keep 
SWAPO weak. They would like to get out 
of Namibia, partly to recover a bit of 
"popularity in the world, partly because 
their army there has uncomfortably long 
lines of communication, which use a lot of 
soldiers. who are needed nearer home. 
South Africa has successfully sponsored а 
provisional Namibian government, which 
now runs the territory. It includes some 
genuine ex-SWAPO nationalists alongside 
tribal leaders, including leaders of Na- 
` mibia's largest "tribe", which consists of 
white people. 


Until recently the South Africans want- 
ed to hand Namibia over entirely to this 
provisional government by August this 
year, so that an election could be held 
under the provisional constitution. Be- 
cause voting would be by tribal groups 
rather than nationwide, they reckon that 
SWAPO would not win. But the election, 
to be convincing, would have to be held in 
an atmosphere of peace. There would be 


: Verdict of the magnificent seven 


‘The seven eminent Commonwealth per- 
‘sons whose report on South Africa was 
published on June 12th had a clear but 

` fiendishly difficult mandate. Their task, 
in the words of the report, was to encour- 
age the South African government “to 
adopt a genuine approach. to power- 
sharing: an approach which accepted the 
ending of apartheid and sought a negoti- 
ated settlement under which a non-racial 
and truly representative government 
would be established, and the legitimate 
rights of minorities protected". They 
failed. The white South Africans, they 
think, are not yet ready to negotiate 
Change or create democratic structures. 
Their government confirmed the finding 
by declaring an emergency and arresting 
as many of its critics as it could. 

The eminent seven were gathered to- 
gether to- get the Commonwealth off a 
hook devised by Britain. At last year's 
‘meeting of Commonwealth heads of gov- 
ernment in the Bahamas, a proposal was 
drawn up for specific reforms in South 
Africa, and for specific economic sanc- 

< tions to be applied by the Common- 
^l] wealth until they were effected. Mrs 
T^ Margaret Thatcher held out against this 
"plan: The imposition of sanctions was 
therefore suspended until the eminent 
ónes had discovered whether South Afri- 

ca was, as its own government (with Mrs 

‘Thatcher's support) maintained, on the 

‘way towards reform anyway. 

The group included a former conser- 
vative prime minister of Australia, Mr 





Malcolm Fraser, a former military ruler 
of Nigeria, General Olusegun Obasanjo, 
former foreign ministers of Tanzania and 
India, a West Indian ex-president of the 
World Council of Churches, and a Cana- 
dian archbishop; and, as Mrs Thatcher's 
representative, a British ex-chancellor of 
the exchequer, Lord Barber, who is now 
chairman of the Standard Chartered 
Bank, which has old South African соп- 
nections. They travelled far, worked 
hard, and give a vivid description of the 
horror and wastefulness of South Afri- 
ca's system of government. 

The failure of their conciliatory mis- 
sion was hardly surprising. Its conse- 
quences could be. The Commonwealth 
countries aré now committed to consid- 
ering the Bahamas proposals: collective 
action to ban air links with South Africa; 


. to stop new investment and reinvestment 


of profits there; to exclude South Afri- 
can farm produce; to end double tax- 
ation agreements, and government pro- 
curement -from, and government 
contracts with, South African firms; and 
to forbid South African tourist promo- 
tion. Almost every Commonwealth роу- 
ernment except Britain's is in favour of 
such measures. a 
None of these actions would be effec- 
tive if any large non-Commonwealth 
country or group of countries decided 
not to go along with them. That means 
persuading governments in Europe, the 
Americas and East Asia. And Russia's? 
Sanctions could take along time to come. 





“no peace in Namibia if SWAPO, thanks to 


the defeat of Mr Savimbi, were back in 
force along the Angolan border. A strong 
SWAPO might win a Namibian election 
even under the constitution specially de- 
signed to prevent that. 

So far, so complicated but so predict- 
able. The South Africans have, however, 
taken a new sort of risk Бу directly- 
attacking Russian ships. The Russians, of 
course, say their ships were merely carry- 
ing food (but in hungry Angola food is the 
most valuable weapon of all). They have 
threatened retribution. But if they were 
to step up their activities in Angola, they 
would merely stiffen the Americans' re- 
solve to keep Mr Savimbi in business, and 
thus put at risk the hopes of both the 
MPLA and SWAPO. ШЕ Г. 

There are in any case. signs that the 
Russians, after many failed attempts to 
win friends and power in Africa, would t 
happy enough to remove. themselves, au 
they could do so without losing face. The 
overspill of foreign hostilities into Angola 
saddled that country with an incompetent 
Russian-sponsored government, and has 
since prolonged its civil war. It would 
probably be better off if all the outsid- 
ers—South Africans, Cubans, Russians, 
Americans— got back out together. © 


Arabs 
Oh brother 


FROM OUR LEVANT CORRESPONDENT 





The attempt by King Hussein of Jordan to 
get Syria and Iraq to shake hands, which 
has taken the king to both Damascus and 
Baghdad since the beginning ОЁ May, is а 
gallant bid to overcome 23 years of histo- 
ry. The Syrian and Iraqi regimes are- 
divided by the fact that they both claim t 
spéak for the curious political body 
known as the Arab Baath Socialist party. 
Theirs is an ideological conflict and also a 
sort of civil war. Doctrinal differences are 
rife in the Baath because its ideology is as 
vague as its party slogan; “Unity, free- 
dom, socialism". : 

The Baath party seized power in both 
Iraq and Syria in 1963. The two countries’ 
new leaders promptly suggested talks on 
pan-Arab unity to Egypt's President Nas- 
ser. These talks, in Cairo, failed because 
not even Nasser could get the Baathist 
"brothers" to agree on fundamentals. 
Iraq. wanted. a tight, structured union 
between the three countries, the Syrians a 
loose, informal one. 

The open-breach came in 1966, when 
an intra-party coup in Damascus brought 
to power a clique of army and air force 
officers belonging to Syria's Alawite mi- 
nority, which still rules the country under 
President Assad. The two founding- 
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hers of the Baath party, Michel Aflaq 
—.4 Salah Bitar, who had been trying to 
curb the growing power of the military 
men, went into exile, never to return to 
Syria. Bitar was later assassinated in Paris 
by Syrian gunmen; Aflaq has for many 
years lived in Baghdad as the venerated 
titular head of what is called “the historic 
Baath”. 

Another attempt at Iraqi-Syrian unity 
was begun in 1978, when Mr Assad went 
to Baghdad. The agreement in principle 
this produced foundered on practical dif- 
ferences. The Iraqis insisted that the 
Syrian part of the Baath must be purged 
and become a political party run by 
civilians (as it was, and is, in Iraq). The 
Syrian officers would not accept this. 
Peacemaking collapsed in August 1979 
when the Iraqi regime accused the Syrians 
of backing an attempted coup in 
Baghdad. 

_ It was this long-established enmity 

hich in 1980 led Arab Syria to lend its 
.~pport in the Gulf war to Persian Iran 
against Arab Iraq. In 1982 the Assad 
government closed Iraq's oil export pipe- 
line through Syria, a severe blow to Iraq's 
finances and to its war-making capacity. 
Last month Syria blamed Iraq for a wave 
of bombings that had killed 150 people in 
Syria—thereby exculpating Israel, which 
Syria had first accused. 

King Hussein's attempt to reconcile 
these encrusted enemies is a continuation 
of an Arab League effort under the 
chairmanship of Saudi Arabia's Crown 
Prince Abdullah. This achieved a meeting 
last autumn between middle-ranking Syr- 
ian and lraqi intelligence officers at a 
frontier post. Incongruously at such a 
gathering, Syria proposed total, immedi- 
ate and unconditional unity between the 
two countries. The Iraqis treated the idea 
as a joke. When the two sides met again 
this March under Soviet pressure, Syria 
repeated its demand. On June 9th Iraq's 
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deputy prime minister and foreign minis- 
ter, Mr Tariq Aziz, said that Syria was 
presenting an absurdity in order to sabo- 
tage апу serious effort towards 
rapprochement. 

Maybe the best King Hussein can hope 
for at the present stage is that the two 
“brothers” should stop abusing each oth- 
er publicly, so that they can sit down 
together at an Arab summit conference. 
But the Iraqis are still denouncing the 
Syrian president as a tyrant and a traitor. 
They even refer to him as “Hafez Assad” 
instead of the more polite “Hafez al 
Assad". Among Arabs, that stings. 


India 
Such language 


FROM OUR INDIA CORRESPONDENT 


Religion and caste are the issues that 
usually stir India into violence. But some 
recent fighting on the border between the 
states of Karnataka and Maharashtra, 
which killed six people, had a different 
cause: language. In a country with 15 
official languages and 1,652 other 
tongues, there is much to quarrel about. 

Most people in Karnataka’s Belgaum 
district speak Marathi, but the state’s 
Official language is Kannada. Last year, 
the state told schools in the area to teach 
Kannada. The Belgaum municipal corpo- 
ration demanded secession from Karnata- 
ka and union with neighbouring Maha- 
rashtra, where Marathi is the official 
language. Maharashtra’ politicians 
backed the demand. 

Satyagraha (peaceful protest) began in 
Belgaum on June 1st and busloads of 
Maharashtrans were driven over the bor- 
der to join in. But passive resistance is not 
what it was in Mahatma Gandhi's day: 
mobs stoned the police, who retaliated 
with tear gas and baton charges and 


finally fired into the crowd. The protests 
are continuing, and the politicians say 
they will not let up until Karnataka's chief 
minister, Mr Ramakrishna Hegde, lets 
the children off their Kannada lessons. 

Not all the shouting over language is 
about language alone. Maharashtra is 
using the language quarrel to renew its 
demand for Belgaum, which it has 
claimed for 30 years. In the former Portu- 
guese colony of Goa, Konkani-speaking 
Christians and Marathi-speaking Hindus 
are battling, ostensibly over language, 
but actually for power. In West Bengal, 
Nepalese-speaking Gurkhas are demand- 
ing a separate linguistic state. 

Quarrels over language are not new. 
After independence in 1947 many Indians 
were worried that the country would be 
split over language. The majority of Indi- 
ans who did not speak Hindi believed 
they would lose out on college places and 
government jobs. The “solution” eventu- 
ally arrived at was to make Hindi the 
official national language, but to allow 
states to use a local language for teaching 
and other work. 

The idea was that Hindi should eventu- 
ally become a nationwide language, but 
that is not happening. English, which was 
supposed to be phased out as an official 
language by 1980, still links the country 
regionally and divides it socially. No 
government would dare to get rid of it. 
States communicate with the central gov- 
ernment in English. The southern states 
are vigorously pro-English and resent 
attempts to impose Hindi on them. Smart 
middle-class Indians speak English, occa- 
sionally sliding into Hindi in mid-sen- 
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North Korea’s Olympic spirit 


North Korea, as every North Korean 
knows, is paradise on earth. Its leader, 
Mr Kim Il Sung, is a genius who has 
solved all earthly problems. These are 
official facts. How puzzling then that 


South Korea, rather than the illustrious 
North, was chosen to stage the Olympic 
Games in 1988. 

The North's government did not at 
first bother the people with this enigma, 
lest it should distract them from their 
daily study of the six volumes of Mr 
Kim's writings. When the matter eventu- 
ally had to be referred to in Pyongyang 
newspapers—because of boastful propa- 
ganda by the South—it was explained 


tence, and send their children to expen- 
sive English-speaking schools. English is 
necessary to get a good job and make a 
good marriage. 

The official mind has managed to make 
Hindi less generally acceptable by purify- 
ing it. Colloquial Hindi is Hindustani—a 
mixture of Hindi (words of Sanskrit ori- 
gin), Urdu (Persian origin) and English. 
Urdu, Pakistan's official language, is po- 
litically uncomfortable, English is the 
colonialists’ language. So official Hindi 
uses words of Sanskrit origin, and people 
find it unwieldy and difficult to under- 
stand. In pure Hindi, cricket becomes 
"right in the middle of the circle of 
ground hit and out competition". It is, of 
course, a much more philosophical game. 


Japan 
Fewer is merrier 


FROM OUR TOKYO CORRESPONDENT 





In Japan's general election on July 6th 
there will be two battles. The obvious one 
is between the ruling Liberal Democratic 
party and the opposition parties, to de- 
cide whether the Liberal Democrats can 
recover the absolute majority in the 
House of Representatives, the lower 
house of the Diet, that they lost in 1983. 
The hidden battle is between the rivals for 
the party leadership, and hence for the 
job of prime minister, which will be 
decided in October. The task of the 
present prime minister, Mr Yasuhiro Na- 
kasone, is to prevent the hidden battle 
costing the party the public one. 

This week Mr Nakasone and the party's 
secretary-general, Mr Shin Kanemaru, 
went some way towards solving the prob- 
lem. At election-time, each of the various 
factions which make up the Liberal Dem- 
ocratic party likes to put up as many 
candidates as possible, in the hope of 
strengthening the faction's Diet member- 
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that Seoul's would not be proper Olym- 
pics. Decent communist countries would 
not attend, just as they had shunned the 
American Olympics of 1984. 

But sometimes it seems that commu- 
nist solidarity is not what it was. Both 
Russia and China seemed uncomradely 
eager to go to Seoul. That being so, the 
North graciously offered last year to 
share the Olympics with the South, No 
way, push off, said the South in typical 
fascist fashion. 

Despite this provocation, North Ko- 
rea has not abandoned the Olympics. 
For its part, the International Olympic 
Committee disclosed on June 11th that 





ship. But the more candidates the party as 
a whole runs, the greater the risk of 
diluting its vote in Japan's multi-member 
constituencies, and losing seats. In a 
three-member constituency, say, the 
three candidates with the most votes are 
elected. If inter-factional jealousy leads 
four Liberal Democrats to jostle forward 
against three Socialists, each Liberal 
Democrat is liable to get fewer votes than 
if there had been only three of them. 

Candidates are nominated by local fac- 
tional groups and endorsed by the party 
secretary-general, under strong pressure 
from the factions. Mr Nakasone and Mr 
Kanemaru met the faction leaders on 
June 9th to fix the candidates' list. In the 
1980 election, when the party won by a 
landslide, it ran 310 candidates. In 1983, 
when it lost its majority, it ran 339. This 
week's meeting came up with a list of 311 
candidates, which bodes well for the 
party's prospects. 

But the issue is not settled. Mr Shintaro 
Abe, now foreign minister and prime 
ministerial candidate of the Fukuda fac- 





He wants to be a candidate 





the North was being offered four of the - 
234 events, two of them ping-pong and 
archery. A lesser country would proba- 
bly feel slighted. But the North is think- 
ing about the proposal. Magnanimity is 
fortunately a quality of the Great 
Leader. 


tion, still wants more candidates. Onlv 
40% of his (long) list of new candidat 
have been chosen, compared with mo.. 
than 60% of most other factions’ lists. If 
Mr Abe gets his way, perhaps another six 
or eight candidates will be added. But a 
concession to Mr Abe may make other 
factions reopen their demands. 

The Liberal Democrats' divisions are 
also showing through in economic policy. 
Mr Kiichi Miyazawa, the Suzuki faction's 
candidate for prime minister, is pushing 
the party to promise a Y3 trillion supple- 
mentary budget to reflate the economy, 
which is being hurt by falling exports. He 
is supported by many ordinary Dietmen 
who are fond of the pork barrel. 

A few months ago this idea was far out 
of line with government policy (which, for 
the past five years, has focused on cutting 
the government's deficit), but Mr Naka- 
sone shifted his position in late May in 
order to win Mr Miyazawa's acceptance 
of an election. He then promptly shifted it. 
back, saying he would do what he cou 
to help the economy, but would n.. 
abandon deficit-cutting. His view is 
backed by the finance minister, Mr No- 
boru Takeshita, the Tanaka faction's 
prime ministerial candidate, and, more 
important still, by the finance ministry 
itself. The question is how much of a 
nuisance Mr Miyazawa is prepared to 
make of himself during the campaign. 


Australia 


Which of them is 
running the shop? 


FROM OUR CANBERRA CORRESPONDENT 


The argument going on in Australia about 
economic policy could yet turn out to 
have important political consequences. 
The economic problem springs from an 
alarming deterioration in Australia's 
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terms of trade, which has to be tackled by 
action at home. The prime minister, Mr 
Bob Hawke, said on June 11th that Aus- 
tralians will have to tighten their belts and 
accept lower living standards. Pay rises 
will be small, and income tax cuts prom- 
ised for September will be delayed. These 
proposals, on the face of it modest 
enough, will have to run the gauntlet of 
the whole political process, since they 
affect the great organisations of capital 
and labour which are perpetually to the 
fore in Australia. The interesting thing is 
that, for all his warnings of the country’s 
plight, the prime minister seems reluctant 
to be as radical in his approach to the 
problem as his treasurer, Mr Paul Keat- 
ng, would like to be. 

The matter is complicated by the fact 
that, if there is an economic crisis, it is not 
obvious within Australia. Employment is 
high and unemployment has been con- 
tained. The inflation rate is high com- 
pared with that of many other OECD 
countries, but low in terms of past Aus- 
tralian experience. It is always hard to 
arouse the Australians to a sense of crisis. 
In these circumstances the argument, 
while real, is likely to be conducted 
among political insiders and the represen- 
tatives of the major economic forces. 

This gives much importance to the 
apparent difference of views between Mr 
Hawke and Mr Keating. Mr Hawke is a 
strong prime minister who wants to be 
involved in all major policy matters, espe- 
cially those involving the trade unions. 
Mr Keating, as treasurer, has the main 
responsibility for economic policy. He is 
also a thrusting and often impatient man. 
He told Australians last month that, if 
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they did not get out of the hole caused by 
low commodity prices, “you're a banana 
republic”. Both men are popular with 
businessmen because they have carried 
through policies such as the freeing of the 
exchange rate, the licensing of foreign 
banks, and the maintenance of the so- 
called accord with the trade unions, which 
has prevented huge pay increases and has 
kept the number of industrial disputes at 
a low level. 

To most Australians, Mr Hawke has 
charisma: he continues to record a high 
degree of approval in the opinion polls. 
But Mr Keating has plenty of influence in 
the Labor party in New South Wales, the 
biggest state, and is widely regarded as a 
likely successor to the prime minister. 
They do not need to quarrel, certainly not 


Guatemala 
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as much as other people, especially in the 
media and the opposition, want them to. 

Mr Keating has had his brushes with 
members of the prime minister’s entou- 
rage who advised against some of Mr 
Keating’s pet policies. It appears that Mr 
Hawke is more affected by public opinion 
than Mr Keating. This means that he is 
more likely to defer to the opinion polls 
and the views of the labour movement, 
and that he may not support all of Mr 
Keating’s ideas for deflation. 

The opposition Liberal and National 
parties may gain from the differences 
between Mr Hawke and Mr Keating. 
Their own policies attract little public 
approval. So far they have produced 
nothing constructive. But to what extent 
is that essential in politics? 


Springtime for the good guys 


FROM OUR SPECIAL CORRESPONDENT IN GUATEMALA 


Guatemala has become a normal country. 
It is a drastic change and, most improba- 
bly, it looks like lasting. Guatemalans are 
enjoying the strange sensation of 
respectability. 

Their elected left-of-centre president, 
Mr Vinicio Cerezo, played host last 
month to his fellow Central American 
presidents at the small town of Esquipu- 
las, and has underlined his democratic 
credentials by calling for an elected Cen- 
tral American parliament. The big issue 
for Guatemalans now is Mr Cerezo's 
economic policy. If it succeeds, Guatema- 
la has a good chance of staying 
democratic. 

Five years ago, nobody would have 


Geman: like н, is flourishing 


predicted that Guatemala might achieve 
such a happy condition. Then there was a 
no-holds-barred war between the military 
government and left-wing guerrillas, the 
army was accused of massacring peasants, 
and death squads were said to receive 
their orders from the presidential palace. 
Murders were commonplace; many peo- 
ple whose views were to the left of centre 
ended up in a ditch with a bullet through 
the head. 

But then the generals, led first by a 
born-again Christian, cleaned up their 
act. They allowed a free and fiercely- 
contested presidential election which Mr 
Cerezo, himself a target of the death 
squads, won easily, The generals seem to 
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have returned quietly to barracks. The 
guerrillas, much reduced in number, have 
withdrawn from their battlegrounds. 

Mr Cerezo and his economy minister, 
Mr Lizardo Sosa, are going for export-led 
growth. The Guatemalan quetzal has 
been devalued to a rate which is reason- 
ably competitive. Mr Sosa promises that 
the businessmen who now have to go 
through 59 bureaucratic procedures to 
gain permission to export will soon have 
to take only one step. This should help 
farmers who want to sell fruit and vegeta- 























































FROM OUR SPECIAL CORRESPONDENT IN RANGOON 


For years, optimistic visitors to Burma 
have been predicting that it was about to 
end its post-1948 isolation and come 
back into the world. This has not hap- 
pened. Two years ago, the Burmese 
government announced that it would 
encourage joint ventures with foreign 
companies. Only one has so far been 
approved. The possibility of allowing in 
foreign investment is merely being 
“studied”. The visitor sees some Nissan 
pick-up trucks on the streets, but even 
the indefatigable Japanese have been 
discouraged in their efforts to get hold of 
a useful bit of the Burmese economy. 

The Burmese, and not only their self- 
appointed spokesmen, have a deep re- 
luctance to change at all. “We do not 
want our city to become a Bangkok”, 
says a government official in Rangoon. 
At first, that sounds reasonable enough, 
but when you think about it the irrele- 
vance becomes manifest. Rangoon is an 
age away from the chaotic, sex-obsessed 
Thai capital. Its leafy streets, lined with 
merchants’ houses set in spacious gar- 
dens, its St Pancras-style government 
buildings and picturesque poverty, have 
hardly changed since 1948, when Burma 
gained independence from Britain. The 
taint of Bangkok is the least of Ran- 
goon’s problems. 

Burma does things that seem endear- 
ing, or perhaps quaint. It can raise $6m 
in voluntary contributions from its im- 
poverished people to re-cover the stu- 
pendous Shwedagon pagoda in gold leaf. 
But it rejects EEC aid that would ease its 
poverty, saying that it does not want 
Eurocrats supervising the way the money 
is spent. 

Quaintness, or obstinacy, has to be 
paid for. Once one of the world’s main 
rice exporters, Burma can now barely 
feed itself. The country’s annual GDP per 
head is only $175, one of the world’s 
lowest. The figure, admittedly, under- 
states reality because around half of the 
economy is still in the illegal private 
sector. 

The country’s 36m people have been 
ruled for the past 24 years by General Ne 
Win, who was 75 last month and is in 







The eccentric on the Irrawaddy 


bles, and potted plants, to the United 
States and Canada. . 


The government is raising its income, 


hoping to cover its costs and to avoid 
printing money, mainly through a 30% 
tax on coffee exporters. (The exporters 
still manage to do well because of the 
devaluation.) Price controls are being 
dismantled. A modest surplus in the bal- 
ance of trade is expected, but the govern- 
ment expects to negotiate a rescheduling 
of the foreign debt falling due this year. 


Mr Cerezo, who is a bit of a populist, 


failing health. His right-hand man, the 
68-year-old president, Mr San Yu, is not 
very well either. The general runs the 
country, if that is the right phrase, 
through a Burma Socialist party whose 
Central Committee consists of senior 
army officers. The army of 180,000 men 
is perpetually engaged in trying to sub- 
due the country’s troublesome minor- 
ities, the most ferocious of which are the 
Karens, in the south-east. Each side 
suffered about 5,000 dead and wounded 
last year. In the north-east there are 
local warlords who control the drug 
trade in this part of the infamous “gold- 
en triangle”. But the small army of the 
Burmese Communist party has grown 
smaller since China withdrew its support 
in the late 1970s. Burma and China are 
friends these days. 

Outside the battle zone, Burmese soci- 
ety is tightly controlled. Neighbourhood 
committees inform on troublemakers. 
There are around 300 political prisoners, 





Somebody wants to get things moving in Bu 


and some 1,700 boat pe 
china and other would- 
languish in the country’s 
ma’s Buddhist creed forbids torture, but 
solitary confinement is no holiday. 


keep control: a virtuous life leads to 
exalted status when a person is reincar- 
nated. The press is censored, which 
means that the Burmese do not get to 
read much about the wars on their terri- 
tory, or about the occasional terrorist 
bombings in the capital. 


also plans to increase spending on schools 
and roads in the countryside, where Gua- 
temala’s Indian half of the population 
scrapes a living. That will help the Indi- 
ans, but the leader of the opposition, Mr 
Jorge Carpio, says the budget deficit is 
too big and will make inflation, now said 
to range between 40% and 60%, go 
higher. If Mr Cerezo does not spend more 
on the poor, however, he will not have 
much to show for Guatemala’s brave 
democratic experiment except a lot of 
free speech. 


le {тот Indo- 
immigrants 
risons. Bur- 





Buddhism helps the government to 


What of the future? As the ethnic 


Burmese, who make up only 65% of the 
population, slowly consolidate their hold 
on their Karen and Shan minorities, 
Burma is at last achieving the nation- 
hood it has so strenuously sought. The 
collective leadership that seems likely to 
succeed Ne Win will have to decide 
whether to imitate China in trying to 
adapt their country to the last quarter of 
the twentieth century. If they decide to 
keep Burma on its eccentric path—and 
they may—the country will, for all its 
charm, remain a run-down, overgrown 
backwater on the Irrawaddy. 
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America's schools must 


try harder 


Mr William Bennett, the education secre- 
tary, is an outspoken man: in his own 
words, “Ме have kept education, if not 
on page one, at least on page two or 
three.” But with the federal government 

üpping in only about 6.5% of the $260 
к villion spent each year on education, any 
holder of Mr Bennett's office has to make 
his presence felt largely by exhortation 
and rhetoric; programmes to improve the 
nation's educational performance have to 
be run by others. That such programmes 
are now in place in so many states is due, 
first, to public uneasiness about the state 
of American schools and, second, to state 
governors who had ears sensitive enough 
to hear it. 

A cautious survey by the Congressional 
Budget Office this year concluded that 
over the past two decades most indicators 
of educational achievement have shown a 
large decline in all parts of the country. 
According to the National Commission 
on Excellence in Education, reporting in 
1983, 13% of all American 17-year-olds 
could be considered functionally illiterate 
by the simplest tests of reading, writing 
and comprehension. 

By the time the commission reported, 
uOWever, some states were already fight- 
ing back. Massachusetts had long realised 
that education was an asset; it had used 
the excellence of its schools and universi- 
ties to transform itself from a manufactur- 
ing centre to a hub of modern technology. 
Recently, southern states, many with 
creaking schools at best, have come to the 
same conclusion. Most of them have tried 
to improve the quality of teachers, de- 
spite the risk of a battle with the teachers’ 
unions (see box on next page). Some have 
imposed competence tests, requiring re- 
medial courses for teachers who failed 
them. Others, like Virginia, have paid 
maths and science teachers a little more. 
Governor Lamar Alexander of Tennes- 
see has pushed through a "career lad- 
der", with merit-pay awards, for 47,000 
teachers. 

This wave of reform has now been 
endorsed by a Carnegie report, produced 
by a task force that included the leaders 
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of both the main teachers' unions—Mary 
Hatwood Futrell of the 1.8m-strong Na- 
tional Education Association, and Albert 
Shanker, the veteran leader of the 
600,000-member American Federation of 
Teachers. The report agrees with many of 
the teachers’ demands for new status, 
higher pay and the abolition of the poor- 
quality undergraduate degree in educa- 
tion. Mrs Futrell has some reservations 
about the report, especially its proposed 
National Board for Professional Teaching 
Standards and its endorsement of a new 
category of “lead teachers", an idea that 
looks a little like merit pay. But most of 
the report's conclusions are likely to be 
acceptable to most teachers, as they were 
designed to be. 

The report puts no price tag on its 
plans. Yet even if the money could be 
found to pay teachers more, there is little 
evidence, either in America or anywhere 
else, that by improving the quality of the 
teaching stock the quality of high school 
graduates will automatically rise. This is 
where Mr Bennett and his advisers re- 
enter the equation. | 

Mr Bennett's first concern is to expand 
parental choice over where and how chil- 
dren should be educated. Some school 
districts already allow parents to choose 
which schools their children should go to, 
subject to non-discriminatory provisions. 
In Minnesota, the governor, against his 
own judgment, has just backed down 
from a plan to extend open enrolment 
throughout the state. Mr Bennett, follow- 
ing the Republican line, would like to go 
further, and see school districts extend 
open enrolment to include the private 
sector too, perhaps by means of an educa- 
tion voucher that could be spent in any 
school in a given area. 

Last November, the department asked 
Congress to convert into a voucher sys- 
tem the money for its $3.5 billion pro- 
gramme for 5m “educationally disadvan- 
taged" children. This proposal is going 
nowhere, but the department may well 
try again next year. 

The Supreme Court ruled last year that 
the current method of providing extra, 
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їп celebration, or in mourning? 


public, tuition for some 200,000 educa- 
tionally disadvantaged children in church 
schools was unconstitutional. The whole 
educational disadvantage programme has 
to be reauthorised by Congress next year, 
and the department is then likely to argue 
that the church-school children can still 
be helped, with no constitutional prob- 
lem, through vouchers given to their 
parents. This argument would then be a 
sprat to catch a whale. If the parents of 
these children could receive vouchers, it 
would be difficult to argue that the par- 
ents of “disadvantaged” children in state 
schools should not be similarly endowed. 

The battle to establish parental choice 
through vouchers will meet the usual 
criticisms: that vouchers benefit the rich, 
are insufficient to meet the costs of many 
private-sector schools and leave bad 
schools untouched. It will also focus at- 
tention on the performance of schools in 
competition with each other. A number 
of states, California among them, are 
working on systems that will measure" 
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the all-round performance of a school. 

In the future, each school may be asked 
to meet certain predetermined perfor- 
mance targets. But what would then be the 
role of that old American institution, the 
school district, and what would happen to 
“local control” of schools? As an idea, the 
heyday of local control has passed. Before 
the second world war America had over 
100,000 school districts; it now has only 
15,000. Before 1930, localities provided 
80% of school revenues and states less 
than 20%. Now states provide about 48% 
and localities only 45%. 

Put these trends together with an exten- 
sion of parental choice, and there is a 
possibility that quite a new system of 



































From the moment that Governor Mark 
White signed a set of far-reaching educa- 
tion reforms into law two summers ago, 
Texas teachers have been resisting their 
implementation. A third of the state’s 
school districts failed to meet the dead- 
line for smaller class sizes. Football 
coaches formed a political committee to 
fight the new rule that students who do 
not pass muster in class cannot take part 
in athletics. Now the reforms face their 
most serious challenge yet. Later this 
month the Texas State Teachers Associ- 
ation (TSTA) will try to destroy one of the 
centrepieces of the reforms—teacher 
competence tests—in federal court. The 
TSTA, the largest and most influential 
educational organisation in Texas, says 
that the state cannot use the tests to 
weed out incompetent teachers. 









running America’s schools might creep in. 
It would be one in which states set 
minimum standards for their schools, and 
provided financing to match; in which 
schools competed with each other for 
specific segments of the education market 
and were held accountable for their per- 
formance; and in which local school 
boards, with less opportunity to justify 
their cost or very existence, were replaced 
by boards of governors (perhaps mostly 
parents?) for individual schools—though 
this is certain to be challenged. Above it 
all, there would be Mr Bennett or his 
equivalent, still battling to ensure that the 
nation's schools go no further down the 
newspaper than page three. 


Texas teachers in revolt 


AUSTIN 


On the surface it is hard to see what all 
the fuss is about. The vast majority of 
teachers passed: 96.795. Those who 
failed will get a second chance. Sample 
questions which have appeared in the 
press were embarrassingly easy. This was 
not a competence test at all but a literacy 
test that measured reading comprehen- 
sion. A true competence test, determin- 
ing how well teachers know their field, 
was authorised in the reforms but never 
implemented because the state is short of 
money. 

The issue of tests, however, goes be- 
yond rationality. Texas teachers have 
historically been paid salaries well below 
the national average. When Mr White, a 
Democrat, ran for governor four years 
ago, he pledged to give them a 24% pay 
rise, and they flocked to his support. 
Once he was governor, however, the pay 
issue became subordinate to the matter 
of education reform. The teachers got 
their money, but instead of being given it 
as a matter of fairness, they were sub- 
jected to intense evaluation and testing. 
They felt betrayed. 

Even before the statewide tests were 
administered on March 10th, the TSTA 
was in state court, complaining that the 
tests overrode a lifetime certificate 
teachers receive after completing their 
academic training. Anyone who fails the 
test loses his certificate and cannot 
teach. The TSTA argues that the certifi- 
cate is a contract between teachers and 
the state which the state cannot invali- 
date. The court ruled against the teach- 
ers, who are now appealing. 

After the test results were announced 
last month, the TSTA tried a new tactic. 
Blacks and Hispanics performed less 
well than whites in the tests. Just 1% of 
white teachers failed, compared with 6% 
of Hispanics and 18% of blacks. Of 
Texas’s 15,000 black teachers, 2,800 
failed. The TSTA seized on the numbers 
to open up a new front in federal court. 
It contends that the testing process dis- 


The shuttle 
Epitaph for a policy 


Hollywood scripts are made of such sto- 
ries. It is January 28th. An American 
spaceship stands on the launching pad at 
Cape Canaveral, where the temperature 
is 36°F, some 15 degrees colder than it has 
ever been before a launch. Mr Allan 
McDonald, a humble engineer, warns 
frantically against going ahead: there is a 
danger, he says, that a crucial rubber seal 
might not work properly in the cold. The 
space agency is impatient; another post- 
ponement would look bad. Mr McDonald 





criminates against older black teachers 
who were obliged to attend inferior seg- 
regated colleges. 

State education officials are most con- 
cerned not about the issues of the law- 
suit, but about the judge who will be 
ruling on them. He bears the appropriate 
name of William Wayne Justice, and he 
is not-so-jocularly known in Texas poli- 
tics as "the real governor of Texas". 
Judge Justice, whose court sits at Tyler, 
a town of 70,000 on the edge of the east 
Texas pine forest, is an unrestrained 
judicial activist. His sweeping court has 
reconstituted the Texas prison system, 
overhauled the state judicial system, 
opened the schools to the children of 
illegal aliens and redrawn the political 
map of Texas in reapportionment cases 
involving every office from congressman 
to county commissioner. In 1971 he 
issued a desegregation order that applied 
to every school district; it is still in effect. 
Through that order Mr Justice has done 
whatever he deemed necessary to eradi- 
cate the effects of segregation, such as to 
appoint entire school boards and to or- 
der the consolidation of school districts. 
It is by contending that the competence 
tests break his 15-year-old order that the 
TSTA managed to get its lawsuit into his 
court. 

The TsTA is not alone in challenging 
such tests in Judge Justice's court. Texas 
now requires reading, writing and math- 
ematics tests for students wishing to 
enter college teacher-education pro- 
grammes. The Mexican-American Legal 
Defence and Education Fund is asking 
the judge to rule that these tests are 
biased, since blacks and Hispanics do 
less well in them. 

With Mr White up for re-election this 
November, competence tests and educa- 
tion reform will be on trial in the political 
arena as well. Mr Bill Clements, the 
Republican unseated by Mr White four 
years ago, is after his old job; he is 
actively courting teachers and, while 
paying lip service to the reforms, talks of 
"fine tuning". If Mr White loses, it will 
be open season on education reform 
when the legislature meets in 1987. 
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is overruled, the spaceship flies. Just over 
a minute later, seven astronauts are killed 
and the West’s space programme comes 
to an abrupt stop. 

That, Mr William Rogers’s investigat- 
ing commission confirmed this week, is 
precisely what happened to Challenger. 
The salient facts have been known since 
February, when one member of the com- 
mission, the theoretical physicist Mr 
Richard Feynman, did an impromptu 
experiment by dipping a bit of the rubber 
seal into a paper cup full of iced water. 
Since then, the idiosyncracies of the cold- 
sensitive O-rings have become part of 
America’s history. 

The commission’s report makes it plain 
that there were two failures at NASA. The 
engineering failure—the faulty design of 
the O-rings—was less significant than the 
management failure that followed. Al- 
‘hough NASA's management has known 
ibout the faulty design for years, it al- 
lowed the shuttle to keep flying. Whenev- 
er a shuttle landed safely, NASA allowed 
the case for redesigning the O-rings to 
slip. When the margin of safety was 
whittled down too far, the shuttle 
crashed. It was, according to Mr Feyn- 
man, “a kind of Russian roulette". 

Mr Rogers's commission does not want 
the shuttles to fly again until the O-rings 
have been fixed. It also wants NASA to 
make improvements in the shuttle's tyres, 
brakes and nosewheels—and to find a 
way for flights to be aborted safely in the 
critical minutes after launch. Implement- 
ing these recommendations should not be 
too hard. NASA has plenty of good engi- 
neers. The harder challenge is making the 
agency's managers listen to what its engi- 
neers have to say. 

The commission suggests some ways to 
do this. It calls for astronauts to play a 
bigger part in running the agency; for the 
creation of an independent safety organi- 
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ogers wants astronauts, like Armstrong, to have more say 





sation to report directly to NASA's boss; 
and for better communication within and 
between NASA's fiefdoms— particularly 
the Marshall Spaceflight Centre in Hunts- 
ville, Alabama. The commission also in- 
sists on an end to the “relentless pres- 
sure" on NASA to increase the rate of 
shuttle launches. In the 1970s, the shuttle 
programme was sold to Congress on the 
ground that a reusable spacecraft could 
provide cheap, regular access to space. 
Mr Rogers's report provides a dismal 
epitaph. 


Tax reform 


A little list 


The tax-reform bill that went to the 
Senate floor for debate on June 11th is an 
equation of daring simplicity. In ex- 
change for dramatically lowering tax 
rates, it dramatically casts out tax deduc- 
tions; because everybody benefits, no- 
body is allowed to benefit in particular. 
Or so the advertising goes. Senator Rob- 
ert Dole and Senator Bob Packwood are 
fairly confident they can get the bill 
through without selling favours; Mr Pack- 
wood says he has 32 senators committed 
to asking for nothing. 

But this is a tax bill, after all; it would 
be out of character if it contained no 
favours for anyone. On close inspection, 
there are a number of exemptions cun- 
ningly built into it. Word of them leaked 
out at the end of last month. Identifying 
the source of the favour, and even the 
recipient, from the arcane pedantries of 
the text is not easy. The redneck company 
“incorporated on June 13 1917, which has 
its principal place of business in Bartles- 
ville, Oklahoma" is, in fact, Phillips Pe- 
troleum, which would enjoy one of the 
largest exemptions in the bill to allow it to 
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recover from its fight against the Mesa 
takeover attempt. “А taxpayer (sic) . . . 
the five largest shareholders of which are 
doctors of medicine" is, on investigation, 
a biomedical research group in Roches- 
ter, New York. The doctors successfully 
threw themselves on the mercy of Senator 
Daniel Patrick Moynihan, who sits on the 
Finance Committee and who, he says, 
cannot now remember what their names 
were. 

When wind of this got round, many 
senators wanted to know why they had 
not heard of these pretty ruses; not only 
did they disapprove of some of them, but 
they would have liked to suggest others 
for themselves. Senator Carl Levin of 
Michigan asked Mr Packwood to produce 
a proper list of them, to save the job of 
clarifying tricky extrapolations and infer- 
ences from the text; he wanted to see 
“what are the standards that have been 
used, so that we can see what situations in 
our states might fit those standards." 

Mr Packwood's list, published on June 
6th, contained 174 names and categories. 
Some were vague ("navy yard", “bond 
pooling”, “laundry detergent plant"); 
some mysterious (“Barbara Jordan 2d", 
"Pitt, Temple and Lincoln", “outlet 
building/garage"). The exemptions are 
almost equally divided between Demo- 
crats and Republicans, and between 
members of the Finance Committee and 
outsiders. But some states are particular 
winners. Mr Moynihan earned for New 
York exemptions for renovation at Car- 
negie Hall, a riverside project on the 
lower east side, a purchase of new under- 
ground cars by the Metropolitan Transit 
Authority, a stadium in Buffalo, a plaza 
in Brooklyn and a civic centre in Albany. 
Senator John Danforth, also on the com- 
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mittee, won breaks for several cities in 
Missouri, especially St Louis; John Heinz 
did the same for Philadelphia. 

The senator who achieved most with- 
out a seat on the committee was Pete 
Wilson of California, who won exemp- 
tions for Walt Disney and most entertain- 
ment companies (covering deductions for 
films and television shows already in 
production), for Orange County tourist 
development and for the Kern River and 
Mojave pipelines. As Mr Levin suspect- 
ed, Michigan was notable for its absence. 
So was Ohio; but Senator Howard Metz- 
enbaum says he is prepared to put for- 
ward an amendment on the Senate floor 
deleting 14 exemptions he does not like, 
while leaving in (of incidental benefit to 
Ohio) a payment of $500m in cash to the 
steel companies for part of their unused 
investment-tax credits. 

The Senate exemptions add up to about 
$5 billion over five years. The tax-reform 
bill passed by the House of Representa- 
tives, where Mr Dan Rostenkowski on 
the Ways and Means Committee gave 
with a liberal hand to his supporters, 
contains exemptions worth $26 billion. 
“Politics is an imperfect process", said Mr 
Rostenkowski. 

There may be still more exemptions; 
they could be added on the floor, or in 
conference when the House and Senate 
versions of tax reform are reconciled. 
They could grease the passage of the bill. 
And the same purpose, of course, could 
be served by amendments. At last count, 
there were 30 of these. The most likely to 
pass is one of the several seeking to 
restore tax deductions for individual re- 
tirement accounts, if these are not sub- 
sumed into a non-binding resolution 
which will have to be sorted out in 
conference; potentially the most trouble- 
some is the amendment to deny tax- 
exempt status to clinics and hospitals that 
perform abortions. If one amendment 
passes, many more will probably follow. 
If senators are restrained, it is less likely 
now to be out of regard for the purity of 
the bill; it is more likely to be because 
they do not want to be seen in the newly- 
televised chamber, in an election year, 
putting a spoke into tax reform. 


Handicapped babies 


The hand that rocks 
the cradle rules 


BOSTON 


The “Baby Doe" rules which the Su- 
preme Court struck down on June 9th 
held full sway for only three weeks three 
years ago. That was in March 1983, just 
before the first of many court injunctions 
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put them out of action. On orders from 
the Department of Health and Human 
Services, signs went up in hospitals 
throughout the country, giving warning 
that failure to provide life-prolonging 
treatment to handicapped newborn ba- 
bies amounted to illegal discrimination. 
Those who complained were invited to 
use a tollfree hotline to Washington and 
6,000 did. The health department then 
dispatched “Baby Doe squads” to investi- 
gate some 50 suspicious cases. Federal 
sleuths barged into hospitals, demanding 
to see patients’ records and, often, the 
babies themselves. They failed to find a 
single instance where treatment had been 
unjustifiably withheld. 

Reviewing this record, the Supreme 
Court ruled that the federal government 
has no business interfering in life-and- 
death decisions which are properly the 
province of parents and doctors. It specif- 
ically rejected the government's claim 
that federal intervention was authorised, 
as a civil rights matter, under a 1973 law 
prohibiting discrimination against the 
handicapped. Justice Stevens, writing for 
the majority, also insisted that state agen- 
cies “тау not be conscripted against their 
will as the foot soldiers in a federal 
crusade". Yet the court conceded that 
state governments do have a legitimate 
role as the ultimate protectors of handi- 
capped Baby Does. 

Congress took the same view in 1984 
when it passed amendments to the child 
abuse law, requiring state child protec- 
tion agencies to deal with reports of 
medical neglect. The amendments, which 
have been in force since last October, are 
supported by both sides of the Baby Doe 
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conflict: the right-to-lifers and handi- 
capped rights groups which backed the 
government and the American Hospital 
Association, the American Medical Asso- 
ciation and the American Academy of 
Pediatrics which had sued to invalidate 
the Reagan rules. 

One obvious reason why medical men 
find state regulation more palatable is 
that, unlike the federal rules which 
threaten to withhold federal funds from 
offending hospitals, child-abuse laws are 
directed only against parents, who can 
have their infants taken into custody if 
they reject recommended treatment. 
State agencies, accustomed to co-operat- 
ing with doctors on child-abuse cases, 
have also proved to be far less intrusive in 
medical decision-making. Whether these 
over-burdened agencies are equipped to 
take on the extra task of overseeir 
hospital care is another question. 

Both medical and social attitudes to- 
wards Baby Does have changed since the 
death of an untreated Down's Syndrome 
baby in Indiana caught the attention of 
President Reagan in April 1982. A recent 
survey by the Massachusetts General 
Hospital found more pediatricians today 
than there were ten years ago who were 
willing to take life-saving measures for 
babies with Down’s Syndrome and low 
birth weights. This is partly a result of 
ever-improving medical technology, part- 
ly a response to Baby Doe rules and 
malpractice suits, partly a reflection of a 
heightened awareness of the complex 
moral issues involved. Some doctors, 
however, are expressing concern that the. 
combination of technology and social 
pressure are leading to overtreatment of 
infants who should more mercifully be 
left to die. 

The widening recognition that deci 
sions about removing life supports ar 
more than medical has led to the bur- 
geoning of hospital bioethics committees. 
As of a year ago, more than half the 
hospitals in the country had formed or 
were forming such groups. Some 20 states 
have committed themselves to upholding 
committee decisions. 

An example of the kind of issue that 
ethics committees are handling is the 
Baby Jesse case in California, where the 
Loma Linda hospital initially refused to 
carry out a heart transplant on a newborn 
infant because the parents were young, 
unmarried and deemed unlikely to be 
capable of proper post-operative care. 
Under a barrage of unfavourable publici- 
ty, the hospital carried out the transplant 
on June 10th. If the Baby Doe rules had 
been in force, that decision might have 
been taken under the eye of a federal 
investigation team. 

Pro-lifers will now be on the defensive. 
They suffered a second setback on June 
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114, when the Supreme Court threw out 
a Pennsylvania law restricting abortions 
on the ground that “states are not free 
‚. to intimidate women into continuing 
pregnancies". The administration had 
hoped to use the case to revise abortion 
laws on a national basis; but the five- 
justice majority specifically reaffirmed 
the court's 1973 Roe v Wade decision 
legalising abortion. 


Kansas 


No longer as flat as 
all that 


TOPEKA AND WICHITA, KANSAS 


Kansas used to think of itself as recession- 
oof. It had economic ups and downs, of 
urse: a bad wheat harvest, a slump in 

demand for cars or executive jets. But 
one sector's bust always managed to be 
offset by another's boom. Then came the 
economic downturn of the 1980s. Sud- 
denly two of the state's major props, 
farming and general aviation, went wob- 


But not on a roll either 


bly at the same time and later a third, oil 
and gas, buckled altogether. For the first 
time, instead of surviving the recession 
better than other states, Kansas sank 
lower and is taking longer to recover. 
Some Kansans consoled themselves 
that this was a freak of nature. But a team 
of economists at the University of Kan- 
sas, led by a blunt-spoken Australian, 
persuaded both the Republican legisla- 
ture and the Democratic governor that 
what has been battering the state is not a 
single tornado but a permanent climatic 
change. It recommended 34 ways of 
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weather-proofing against ill-winds from 
outside. A Massachusetts consultant who 
had fashioned development schemes in 37 
states was summoned to turn the propos- 
als into economic instruments. Three 
months later, Kansas had staked its future 
on an ambitious, complex plan, including 
a $240m leap into venture capitalism. 
“Му hardest selling job", said Gover- 
nor John Carlin, as he was setting off ona 
barnstorming tour, “is to get people to 
understand change and be willing to take 
risks." Since he cannot stand for re- 
election in November, the governor ran 
few risks himself in pushing an economic 
package which included a 1% increase in 
the sales tax, seven constitutional amend- 
ments and the investment of millions of 
public dollars in private entrepreneurial 
innovation. The only real resistance has 
come from legislators of both parties, the 
“cowboys”, who worry that rural districts 
may по! get their share of the spoils. 
cowboys were lassooed into line by 
the House majority leader, Mr Jim Bra- 
den, an early convert to “есо dev". One 
of the aims of the programme, in fact, is 
to revive small businesses in rural areas 


by providing them with new sources of 
capital. But the legislature also dealt with 
the farm crisis directly by bringing in a 
new bankruptcy law to defer foreclosure 
for three years, so long as farmers keep 
paying interest on loans. The state is also 
starting to subsidise interest rates for 
farmers in trouble and to redirect state- 
financed research away from seeking 
higher yields of unsellable wheat towards 
crop diversification and food processing. 
Mr Carlin would like to keep the gover- 
norship Democratic (the legislature is 
unalterably Republican) by handing over 
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to his 31-year-old lieutenant-governor, 
Mr Thomas Docking, who happens to be 
the son and grandson of Kansas gover- 
nors. The battle between Mr Docking and 
his Republican opponent this autumn will 
not be about whether Kansas needs de- 
velopment but only about who can imple- 
ment it better. However, voters will have 
their say on the plan in August by approv- 
ing or rejecting two constitutional amend- 
ments: to repeal a nineteenth-century ban 
on state investments in "internal im- 
provements" (ie, anything economic) and 
to allow localities to give property-tax 
relief to job-creating companies. 

Three other amendments on the ballot 
in November would take Kansas into the 
modern age by sanctioning the sale of 
liquor by the glass, a state lottery and 
racetrack betting. Most of the state's take 
from gambling would go towards devel- 
opment. But the main impetus behind the 
"sin" amendments is to attract conven- 
tion business and investment. Japanese 
who come to Kansas to survey business 
prospects insist on spending their nights 
in Kansas City, Missouri, where they can 
drink. The state's current best hope of a 
new commercial catch is Piedmont Air- 
lines, which is considering a hub in Wichi- 
ta—but not if Kansas stays dry. 

The sin measures are also meant to 
counteract the Kansan image of flatness, 
dullness, over-sobriety. One displaced 
New Yorker has compared the Kansas 
grasslands to the Sahel: they are a cultural 
wasteland as well. The state's economic 
assets, including one of the world's largest 
aircraft plants (Boeing) and the headquar- 
ters of one of America's most successful 
franchises (Pizza Hut) landed there less by 
design than by twist of fate, much as 
Kansas-born Dorothy landed in Oz. 

The development plan sets out to re- 
vive the state's ailing industries and to 
stimulate new ones by providing tax in- 
centives, risk capital and high-level stra- 
tegic planning. The key to all three is a 
partnership between the public and pri- 
vate sectors which will bring politicians, 
economists, businessmen and bankers to- 
gether as the brains trust of Kansas Inc. 
One part of their job will be to raise 
capital for investment in enterprises 
deemed too risky for ordinary bank loans: 
the state will put up $10m, provided the 
private sector finds an equal amount by 
September 30th, in order to qualify for 
$40m in matching funds from the federal 
Small Business Investment Corporation. 
The initial nest egg is expected to gener- 
ate at least $240m in entrepreneurial 
activity. This risk capital fund, modelled 
on a highly successful one in Mass- 
achusetts, is aimed primarily at tradition- 


al industries such as agricultural 
processing. 
As for the highest-tech, highest-risk, 
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highest-profit industries of the future, the 
state will use tax credits to attract private 
investment in this direction. Until a few 
months ago Kansas did not have a single 
venture capital company of the sort which 
financed Silicon Valley and its clones. 
Now the pioneer capitalists in Lawrence 
are overwhelmed with prospectuses and, 
under the stimulus of the state plan, 
others are setting up shop, even in coun- 
try towns such as Dodge City. A few 
weeks ago the state’s biggest banker de- 
clared “I wouldn’t have a banker within 
200 miles of a venture capital business.” 
Today his head office in Wichita is mak- 
ing discreet inquiries about how to get 
into the venture capital act. 
The still-to-be-appointed board of 
. Kansas Inc is to offer long-range guid- 
ance, stimulus and support to industry, 
much as Japan's economic ministries do. 
But nobody is predicting miracle growth 
or a quick fix for Kansas. The nine-point 
development package is only a confi- 
dence-builder. The next governor will be 
presented with further plans to overhaul 
the state's higher education, tax and 
banking systems, which may be more 
expensive and politically awkward than 
the first set of reforms. “If it doesn't work 
and Kansas becomes a backwater, that's 
the way it is," said the Democratic leader 
of the state House of Representatives. 
“But this represents a shot at doing our 
best." 


Chicago 
Mayor power. 


CHICAGO 


Since do-it-yourself plumbing is possible 
with plastic pipes and more or less impos- 
sible with lead pipes, the white-led Chica- 
go plumbers' union has taken good care 
that none of the city's pipes should be 
plastic. If Chicago's black mayor, Mr 
Harold Washington, succeeds in modify- 
ing the city's building code to allow plastic 
pipes, it will be a small signal of success in 
his self-imposed task of hauling the city's 
political machine into the 1980s. 

Chicago leads the way in ideas, art and 
architecture; its financial centre and some 
of its suburbs are bubbling back from the 
collapse of heavy industry; it is reckoned 
to be a more civilised, vibrant and cheap- 
er place to live than New York. But its 
politics remain enmeshed in a musty time- 
warp: the back-scratching inner-circle 
system of patronage and privilege that 
most American cities abandoned 20 or 30 
years ago. Mr Washington, elected mayor 
in a three-way contest early in 1983, 
pledged himself to reform the machine; 
only now does he have a sporting chance 
to do so. 


Eik nAAL 


For his first three years, the mayor was 
frustrated by a majority of machine-men 
on the city council, led by Mr Edward 
Vrdolyak, the chairman of Cook Coun- 
ty’s Democratic party. He was prevented 
from raising and disbursing money and he 
was unable to appoint his own people to 
run the city’s transport, parks and plan- 
ning. The redrawing of some of the city’s 
wards led to a clump of special elections 
and, after a runoff on April 29th, the 
council’s mathematics changed. It is now 
divided equally between the mayor's sup- 





Washington has the casting vote : 


porters and opponents, with the mayor 
himself having the casting vote. He used 
this vote, immediately, to raise the prop- 
erty tax and to release the apppointees 
who had been caught, for so long, in the 
works. The stalemate was over. 

Mr Washington has now celebrated the 
occasion with a coup against his enemies 
on the council. He has shrunk the number 
of committees, stacking them with his 
supporters and appointing his people 
chairmen. Mr Vrdolyak's supporters are 
challenging in court the mayor's sweeping 
use of his casting vote, saying that this is a 
violation of the city's rules; a lower court 
turned them down and they have ap- 
pealed to the circuit court. In the mean- 
time, life on the council is anarchic. In 
one committee this week, both the old 
and the new chairman ran the meeting 
simultaneously, talking at the same time 
and never meeting the other's eye. 

One thrust of the mayor's reforms (the 
one and only say his most acerbic critics) 
is redistribution. Black Chicagoans, who 
account for 42% of the city's population, 
were cut out of senior jobs under the old 
regime; they are now getting them. And it 
is Mr Washington, not his immediate 
predecessor, the unpredictable and disap- 
pointing Mrs Jane Byrne, who is giving 
women a share of responsibility. Minority 
businesses have a much better chance 
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than they had before of winning con- 
tracts. Urban services to the black patch- 
es on Chicago's harshly segregated map 
are being improved. The mayor’s men say 
that this is not at the expense of other 
neighbourhoods; his opponents disagree, 
saying, for instance, that if policemen are 
moved from a safe area to an unsafe one, 
the safe one becomes less so. 

Even in the days when the council was 
blocking him over money and appoint- 
ments, Mr Washington managed to ad- 
vance a bit in the direction of these and 
other reforms. He has opened up the 
budget process, making it a little more 
democratic and allowing information, for 
the first time, to be available to the 
public. The theory of ethics in govern- 
ment is making inroads, even in Chicago. 
People are looking to Mr Washington and 
the new men now in charge to go on t 
depoliticise the police department, t 
make the transport system work better, to 
shake up the parks department, that great 
bastion of patronage, and to inject an 
element of city planning into Chicago's 
racial jigsaw. 

Plainly there is a limited amount that 
he can do between now and next spring, 
when he and the council are up for 
election. Unless something damaging 
happens—a scandal coming too close, for 
instance—Mr Washington's chances of 
re-election are good; he has the advan- 
tages of an incumbent. For the Demo- 
cratic primary, polls still show him with a 
slight edge over Mrs Byrne, who has raised 
alot of money to fight him again, and also 
over Mr Richard Daley (the son of Chica- 
go's longtime mayor) who has not yet said 
whether he wants to run again. 

White Chicagoans feared the worst 
when Mr Washington was elected; they 
have been soothed by the skies not fallin ~ 
in. The cop is still, usually, on the corne: 
the garbage is still collected, the trees 
trimmed. Yet most white Chicagoans 
continue to keep their distance. The men 
of talent and enterprise who brought 
banking and electronics and futures trad- 
ing to Chicago, and who generously fi- 
nance the city's cultural splendours, have 
lost their way with the new black faces in 
City Hall. 

Mr Washington has not exacerbated a 
racial antagonism that draws its strength 
from Chicago's sea of black poverty, the 
40% unemployment rate for black teen- 
agers, the 50% drop-out rate from public 
schools. He claims that he struck terror 
into his opponents' hearts because he 
dismantled the old reliable political ma- 
chine, not because he was black. Yet his 
coming to power caused, and is still 
causing, tremors of uneasy white racism. 
And Mr Washington, usually a reassuring 
man, can sometimes be unnecessarily 
provocative. 
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1 Austria, neither Mr Kurt Waldheim’ s 
supporters nor his Socialist opponents 





saw his election as president on June 8th: 


| as a vote for nationalism, Naziism or anti- 
^'mmitism. It was seen by most people on 
Mes as a vote against the Socialists. 
4 hours the Socialist leader, Mr 
Sinowatz, had resigned from the 
-chancellorship. The resignations of the 
foreign minister, Mr Leopold Gratz, the 
agriculture minister, Mr Günter Haiden, 
-and the minister for transport and nation- 
.alised industry, Mr Ferdinand Lacina, 
‘followed in the next two days. The gov- 
“ernment now being formed by the new 
.chancellor, Mr Franz Vranitzky; is €x- 
pected to look as unlike the previous one 
“as circumstances permit. 
_ Despite the Socialists’ disarray, and the 
“fact that they depend on ће small Free- 
dom party for their parliamentary major- 
“ity, there seems to be no immediate 
prospect that the Socialist-led govern- 
ment will fall. The Freedom party is itself 
‘divided between a liberal and a national- 
ist wing, but as long as its present leader, 
«Mr Norbert Steger, remains in charge it is 
cely to shift its support from the 
jalists’ to the conservative People's 
the Freedom party, looking at 
polls, is just as keen to avoid 
ап early election as the Socialists. 
“Mr Waldheim, who was backed by 
the People's party, got 54% of the 
votes on June 8th while the Socialist 
candidate for the presidency, Mr Kurt 
"Steyrer, got only 46%—an’ even wider 
p than had been forecast. Mr Wald- 
id uncommonly well in such tra- 
| Socialist strongholds as the in- 
al city of Linz and the capital, 
a. He also seemed to- pick up 












































Green candidate in the first ballot 
May 4th. After their 16 years in 
"the Socialists saw their sun 
ng. -— 
Мг Sinowatz was left with little choice. 
The three years since he succeeded Mr 
jo Kreisky in 1983 had been marred 
the scandal over adulterated Austrian 
ine, the losses of the state-run Voest- 






Tm Valdheim comes home 


‘Socialists had» reason to want to put 


the votes that had been cast for. 

























Alpine steel and engineering group, and à 
number of corruption scandals. Some- 
body had to carry the can for it all, and 
the chancellor had often been personally 
blamed for the Socialists’ loss of populari- 
ty. One of his party officials spoke of Mr 
Sinowatz's swift departure as providing 
“a double victory for Waldheim”. 

Both Mr Sinowatz and Mr Gratz had 
openly criticised Mr Waldheim during the 
presidential election campaign, saying 
that it would be damaging for Austria if 
he won. It would have been difficult to 
see either of them working comfortably 
with a man who had: declared his inten- 
tion to act as “а strong president" when 
he is sworn in to his new job on July 8th. 

Although most of an: Austrian presi- 
dent's functions are ceremonial, he has 
certain political powers which have never 
yet been fully used. One of them gives 
him the right to withhold his consent to 
the appointment of a minister. Clearly the 


through their cabinet changes while the 
outgoing president, Mr Rudolf Kirchsch- 
lager, was still in office. They could not 
relish the thought of having to haggle with 
Mr Waldheim. 

With a parliamentary election due next 
April; the Socialists also had every reason 
to install a new team quickly, to give- 
themselves. as much time as possible to 
restore their battered party and revitalise 
their grassroots organisations. Mr 
Sinowatz is to retain the party chairman- 
ship. Mr Gratz will return to running the 
local party in Vienna, which needs a 
thorough shaking up. 

The new chancellor faces a tough task, 
but he has acquired a reputation for 
tackling challenges. Mr Vranitzky is 48, a 
no-nonsense technocrat long associated 
with a former finance minister, Mr 
Hannes Androsch, who now heads the 
state-run Creditanstalt bank. He became 
finance minister—his first cabinet post— 
less than two years ago, after playing a 
key role in restoring the financial fortunes 
of the Landerbank, which he had been 
appointed to head in 1981. 

As this background would' suggest, Mr 


Vranitzky is on the right wing of the. 
Socialist party. The party will hope to se 
middle-of-the-road floating | 
spond to the new picture that 
“А potential charismatic leader 
poor Sinowatz", was how one $ 
official described the new. chancellor, | 
who is a sharp dresser and a good 
communicator. 
As next April’s electoral contest ap- 
proaches, Austria's Socialists have to face. 
two worrying facts. One, obviously, is the — 
fact that the exposure of Mr Waldheim’s - 
reticence about his wartime activities not 
only seemed to do him no harm at all in 
the election but also brought to the sur- 
face elements of latent anti-semitism that 
have had a certain polarising effect on 
Austrian society. The other is the further 
evidence provided by the election that the 
political winds are blowing strongly in the. - 
direction of the People's party. 
More or less acknowledging that Aus- 
tria is now entering a conservative period, < 
senior Socialist officials are saying such ^. 
things as: “Frankly, we have very little to 
offer the electorate. We have become 
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stagnant after 16 years in office. A period 
in opposition might clean out all the stale 
air. A cabinet reshuffle is just a half- 
measure. We don’t know who we аге.” In 
that last respect, however, the Socialists 
are not exactly alone. It should be said 


that many Austrians are still wondering 
who Mr Waldheim really is. 


Andalusia 


The green, green 
flag of hope 


FROM OUR SPECIAL 


Green in Andalusia does not stand for 
nature-lovers, as in the rest of Europe. 
Instead it is the colour of the Andalusian 
flag, of most posters for the regional 
election which accompanies Spain’s gen- 
eral election on June 22nd, and of the 
politicians’ messages of hope. From right 
to left, they forecast a sunny future for 
the 6.5m people of this sprawling, popu- 
lous but very poor region, and they recall 
the cultural splendour medieval Andalu- 
sia achieved under its tolerant Muslim 
tulers, who left behind marvels like the 
mosque at Cordoba and the wonderful 
Alhambra at Granada. 

Andalusia has added modern land- 
marks, such as a solar-energy plant near 
Almeria. But its feet are still in the 
agricultural past. Labourers struggle for 
the right to work untended estates be- 
longing to absentee landlords. Business- 
men blinked when a woman joined them 
recently for an economics lecture. 

If other Spaniards no longer think of 
Andalusia as a source of cheap labour and 
olive oil, it is because a lad from its 
capital, Seville, is now their prime minis- 
ter. Mr Felipe Gonzalez and his deputy, 
Mr Alfonso Guerra, Andalusians and 
Socialists both, govern in Madrid. The 
Socialist regional government is led by Mr 
José Rodriguez de la Borbolla, a former 
pupil of Mr Gonzalez at Seville universi- 
ty. The connection has helped the region- 
al government to win smooth and speedy 
devolution. It has worked hard to moder- 
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Proud of Alhambra, and of much else 


nise the health and education services. 
All Andalusian children now have 
schools to go to, and there are classes for 
adults too; the illiteracy rate is one of the 
highest in Europe. 

A business community is slowly emerg- 
ing from the old basis of farming and 
craftwork. The craftsmen, who produce 
most of Spain’s jewellery and much of its 
pottery and leatherware, are said, given 
the chance, to adapt to any new tech- 
nique. Tourism has been doing well. 
Market gardening is developing to supply 
the food-processing industries. The So- 
cialists promise financial and technical aid 
for firms setting up in the region; more 
important still, they want to improve its 
straggling communications. 

Here, as in the rest of Spain, unem- 
ployment is the cloud over the election, 
One worker in four is out of a job. 
Emigration, once the safety-valve, is now 
a mere seasonal trickle to the orchards 
and vineyards of France and northern 
Spain. The Socialists promise economic 
improvements, but their opponents 
grumble. 

In a referendum in 1980 the Andalu- 
sians voted strongly for regional autono- 
my. They are proud of their past, with its 
wealth of poets, painters and musicians, 
and seem to resent the “tambourine cul- 
ture" presented as typically Andalusian 
on the state-controlled television. But the 
various regionalist parties attract rather 
little support, perhaps because they tend 
to argue, somewhat tediously, about how 
the local savings banks should invest 
more on the spot. One tiny group, more 
originally, wants an independent Andalu- 
sia with Arabic as its second language. 

An internal Socialist party note asks 
candidates to stress the “leftist, progres- 
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· sive" content of their programme. That 


indicates worry about the popularity of 
the Communists, who propose a shorter 
working week, early retirement and mod- 
est wages, with higher "indirect wages"— 
free health, education and leisure activi- 
ties—to be paid for by greater efficiency, 
cutting senior civil servants' salaries and 
asking the central government to pay 
more for services transferred to the 
region. 

The Socialists expect to win the elec- 
tion, despite the popularity of Mr Julio 
Anguita, the regional Communist leader. 
He was mayor of Cordoba for seven 
years, winning a local reputation for wis- 
dom by going around with a blackboard 
and a piece of chalk to explain his deci- 
sions. He won nationwide fame, and the 
nickname “the caliph", by defying both 
the bishop and the central government. 

Mr Anguita thinks the Socialists a 
right to worry about the election, but says 
his magnetic personality has little to do 
with it. “Nothing can ever be taken for 
granted in Andalusia,” he says. “Ме are 
Europeans, but we are also Africans— 
and I am proud of this. Our society is still 
in the making. Andalusia is untamed.” 
The Socialists may want to tame it by 
making it more like the rest of Europe, 
but they cannot exactly admit that. 


Anti-nuclear movement 


Stop, start, END 


FROM OUR PARIS CORRESPONDENT 


George Borrow had less trouble promot- 
ing the Protestant bible in Spain than 
Europe’s anti-nuclear campaigners are 
having with their own message on the 
flinty soil of France. To give France's tin" 
anti-nuclear movement the lift they thin 
it needs, the organisers of European 
Nuclear Disarmament (END) chose to 
hold their fifth annual meeting in Paris. 
Their gathering, on June Sth-8th, got 
more attention from the French authori- 
ties than from ordinary Fenchmen. 
Things began badly when, early in the 
morning of June 5th, customs officials in 
Dieppe confiscated a bootload of anti- 
nuclear literature from the car of Mr 
Peter Crampton, the chairman of END in 
Britain, supposedly in the belief that the 
books, pamphlets and badges were for 
sale. The port officials held Mr Cramp- 
ton, his wife and son for 15 hours. Then, 
when the meeting began, the question of 
Eastern Europe's voice reasserted itself. 
Anxious to be immaculately neutral, 
END would like to welcome to its meetings 
members of the “unofficial” peace move- 
merits in Eastern Europe: that is, the 
genuine searchers after unity in Europe. 
This sets the movement at odds with the 
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It’s all in their papers 


Once the scale of the nuclear accident at 
Chernobyl was known, the evacuation of 
the surrounding towns ought to have 
gone like clockwork. It didn’t. Reports 
of panic by local officials have since 
found their way into the Soviet press. 
And on June 11th it was announced that 
two elderly ladies from the town of 
Pripyat, right by the stricken reactor, 
locked themselves indoors and avoided 
evacuation for a month. Those who were 
successfully bussed away to safety will 
have caused just as big a headache to the 
authorities. Moving was never meant to 
be easy in the Soviet Union. 

Every Soviet citizen aged 16 years and 
over is obliged to carry an internal pass- 
port. Not so much an identity card, more 
a logbook of life, the document records 
not only name, date of birth and nation- 
ality, but also marriage, divorce, depen- 
dent children, military service and place 
of residence. It helps the local police to 
keep track of who lives where, and must 
be produced at almost any encounter 
with officialdom: when applying for a 
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Got your internal passport, comrade? 


governments of the communist half of the 
continent. The unofficial peace people 
find it hard to get permission to leave 
their countries. Some “official” delega- 
tions—those with governmental bless- 
ing—turned up at the END meeting in 
Perugia two years ago and had such a row 
about East European representation that 
they swore never to come again. 

This year they changed their minds, 
convinced perhaps that Mr Mikhail Gor- 
bachev's January disarmament proposals 
would carry favour with END. They were 
disappointed. Other delegates told them 
that Mr Gorbachev's proposals were 
flawed and that the Americans would 
never accept them. The Russian team in 
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job, changing address, registering at a 
hotel, collecting a pension or picking up 
mail at the local post office. 

The system of internal passports was 
re-established in 1932 (a similar system 
had existed in Tsarist days) and was 
designed to stop an uncontrolled migra- 
tion of people from the countryside to 
the cities during Stalin's collectivisation 
campaign. Indeed, collective farmers 
were not even allowed to possess such an 
internal passport until 1974, so that offi- 
cially they were unable to move at all. 
Even today, permission to live in some 
cities, including Moscow and Leningrad, 
but also the capitals of the 14 non- 
Russian republics, is strictly controlled. 

The result is a bewildering and often 
vicious circle. Officially nobody can 
move to a new town to find work without 
a residence permit stamped in his or her 
passport. These can be had only by 
people who already have accommoda- 
tion in the area. But it is impossible to 
get on to a local housing list without a 
residence permit. Factories that want to 





Paris also repeated a suggestion that, if a 
future British Labour government adopt- 
ed a non-nuclear defence policy, the 
Russians would match Britain's nuclear 
reductions one for one. This got the reply 
that Russia's nuclear forces are simply too 
large to talk of comparable cuts. 

Britain's and France's nuclear forces 
pose a problem for those who favour a 
non-nuclear West European defence poli- 
cy. While this idea has some currency in 
West Germany and in Britain, it finds 
almost no favour in France, where all 
parties, including the Communists, fa- 
vour the force de frappe. The furthest 
some French Socialists depart from NATO 
orthodoxy is to imagine an independent 
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attract new workers therefore first have 
to help find accommodation for them. 
The only other way to get the right 
legally to reside in cities such as Moscow 
is to marry somebody who already lives 
there (and money has been known to 
change hands in return for that privi- 
lege). Being caught without proper pa- 
pers can mean a fine, and imprisonment 
for persistent offenders. 

From time to time there has been talk 
of scrapping the system, or else amend- 
ing it. Some people question why a 
person's nationality has to be stamped in 
the passport, when, 70 years after the 
revolution, everybody ought to be a 
Soviet citizen. Such questions do not go 
down well among the smaller national- 
ities, which are trying to defend their 
customs against Russification. Although 
officially nationality is traced through 
the mother in the Soviet Union, people 
with parents of different nationalities can 
choose at the age of 16 which one they 
want to put in their passports. 

The passport system is not there just 
to keep bureaucrats happy. According to 
some reports, an unpublished decree last 
year has given the authorities the right to 
forbid anybody with a prison record 
from even visiting Moscow. That may 
help to keep the capital's streets safe 
from former burglars and rapists. It 
could also be a way of keeping former 
political prisoners out of the capital, 
where they can make contact with for- 
eign journalists and diplomats. 

Even for those Soviet citizens who 
keep their noses clean, another result of 
all the red tape is that people who 
already have the much-prized permis- 
sion to reside in Moscow are reluctant to 
leave. This may cause some problems for 
Mr Mikhail Gorbachev's economic pro- 
gramme. Attempts to streamline the 
central ministerial bureaucracy in Mos- 
cow were supposed to release talented 
officials who could then be redeployed 
out in the republics, where more of the 
economic decisions are to be taken. It is 
a committed Moscow bureaucrat who 
volunteers to have Baku or Tashkent 
stamped in his passport. 


Western Europe under a French (and 
British?) nuclear umbrella. This dos not 
go far enough for END, or many members 
of the Green movement, or others who 
would like to believe in a wholly non- 
nuclear defence. 


Arms control 


We'll think about it 


Western diplomats were trying to decide 
this week whether they were witnessing 
the beginning of the end or the end of the 
beginning of attempts to negotiate cuts in 
the numbers of troops stationed in East- 
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ern and Western Europe. A two-day 
summit of Warsaw Pact leaders ended in 
Budapest on June 11th with an appeal to 
NATO and other European countries to 
agree to a series of cuts “from the Atlan- 
tic to the Urals", which by the early 1990s 
would mean a reduction of about 500,000 
troops on each side. The plan, which was 
first mooted by the Soviet leader, Mr 
Mikhail Gorbachev, in East Berlin in 
April, was said to be an attempt to calm 
fears in the West that future cuts in the 
nuclear-weapons arsenals of the two su- 
perpowers would leave Europe danger- 
ously exposed to the weight of Soviet 
conventional military might. 

The proposal is that NATO and the 
Warsaw Pact should first each cut their 
ground and air forces by 100,000-150,000 
men over the next year or two. The 
troops would be demobilised and their 
equipment, including tactical nuclear 
weapons with a range of up to 1,000 
kilometres, would either be destroyed or 
stored in "neutral" areas. An internation- 
al team of inspectors, some from neutral 
and non-aligned countries, would watch 
to make sure nobody cheated. 

This idea for a new arms-control re- 
gime raises more questions than it an- 
swers. It appears designed to take the 
place of the talks on Mutual and Balanced 
Force Reductions (MBFR) which have 
dragged on in Vienna for 13 years without 
result. But it is not clear how extending 
the talks to include over 30 countries 
instead of the territories of only seven will 
improve the chances of agreement. The 
two stumbling blocks at Vienna have 
been a disagreement over numbers (NATO 
reckons the Soviet Union has more troops 
in Europe than it admits to), and verifica- 
tion. Western governments will therefore 
be looking hard at the verification mea- 
sures outlined in this week's Budapest 
appeal. 

A new problem is that, by suggesting 
that the two sides reduce their forces by 
roughly equal numbers, Mr Gorbachev 
seems to be retreating from an agreement 
in the Vienna talks that the Soviet Union 
would make a larger first cut than the 
United States since, no matter which 
side's figures you believe, it has more 
troops in the area. And NATO has always 
been reluctant to agree to the destruction 
or shipping home of American equip- 
ment, since it would always be harder for 
America than for the Soviet Union to 
move its tanks and the rest back in a time 
of crisis. 

Taking the Budapest appeal with this 
grain of caution, NATO officials have 
agreed to study it carefully. After all, they 
point out, if the Warsaw Pact wants to 
reach agreement, there are plenty of 
ideas already on the negotiating table— 
the one in Vienna. 


West Germany 


Enter the Chaotics 


FROM A BONN CORRESPONDENT 


The news of arrests and injuries at West 
Germany's anti-nuclear protests is begin- 
ning to take on the depressing regularity 
of the reports of soccer hooliganism in a 
British winter. Over the weekend of June 
7th-8th there were again ugly clashes 
between policemen and demonstrators in 
Hamburg, in nearby Brokdorf, and at 
Wackersdorf in Bavaria. The scale of 
violence at West German anti-nuclear 
protests since Chernobyl has made the 
country's conservatives demand more 
curbs on demonstrators, the demonstra- 





Let them protest in peace 


tors demand more curbs on the police, 
and has left liberals sitting uneasily in the 
middle. 

The violence seems largely to be the 
work of several hundred masked youths 
calling themselves Autonomen, who cir- 
culate with slingshots and petrol bombs to 
turn peaceful demonstrations into battles 
with the police. The Autonomen are a 
mixed bunch of anarchists. Some have 
thought-out political ideas, others seem 
to be in it for the fun. What they all have 
in common is a desire to tear down West 
Germany's comfortable orderliness. 

The federal interior minister, Mr Frie- 
drich Zimmermann of Bavaria's Christian 
Social Union, called the various states' 
interior ministers together on June 12th 
to co-ordinate their policies. Mr Zimmer- 
mann and his party chief, Mr Franz Josef 
Strauss, make no secret of their wish to 
strengthen the law on demonstrations and 
to let the police be tougher with protest- 
ers. In particular, they want to make it 
illegal even for peaceful protesters to 
remain at a demonstration after violence 
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has broken out and the police have or- 
dered the crowd to disperse. In Bavaria, 
where Mr Strauss has just fired one police 
chief for “only half-heartedly following 
offensive police tactics", the police are 
already using new tactics and weapons, 
including more aggressive baton charges 
and powerful tear-gas grenades. 

On the left, some Greens have accused 
the police of provoking clashes that in- 
jured hundreds of anti-nuclear demon- 
strators and policemen last weekend. In 
Hamburg the Greens are demanding the 
resignation of the city-state’s interior 
minister, Mr Rolf Lange, over what they 
call the police force's “strategy of escala- 
tion”. In Hesse, however, the only state 
in which the Greens have joined a ruling 
coalition, mainstream Greens are calling 
for a pause in demonstrations. _ 

Civil libertarians in the Free Democrat- 
ic party, the junior partner in the federa 
government, have so far blocked the 
introduction of tougher laws on demon- 
strations. But even the Free Democrats 
are calling for stricter application of exist- 
ing laws, and for “faster and harder 
punishment” of violent Chaoten (**Chao- 
tics"), the nickname outsiders have given 
to the Autonomen. 

Liberals are especially concerned that 
their hope of separating militants from 
peaceful demonstrators is being under- 
mined by the current wave of violence. 
Mr Christian Horchem, a former Ham- 
burg regional director of the federal inter- 
nal-security service, and a frequent thorn 
in the side of conservatives, this week 
deplored the new tolerance of violence by 
hitherto peaceful anti-nuclear demonstra- 
tors. Two days before the Brokdorf 
demo, Mr Horchem said, Greens and 
other non-violent anti-nuclear protesters 
met with Autonomen and agreed not tc 
oppose the latter's attacks on the police. 


A tale of Judas and 
Barabbas 


FROM OUR BRUSSELS 





Middle-aged nuns and priests, most of 
them demonstrating for the first time in 
their lives, joined young left-wing mili- 
tants on the streets of downtown Brussels 
on June 8th. The butt of their collective 
ire was the Belgian government's decision 
to cut spending on education by BFr21 
billion (nearly $500m) this year and next. 
Although this demonstration attracted 
only 25,000 people, compared with the 
200,000 Socialist-led marchers who pro- 
tested a week earlier against the centre- 
right coalition's austerity programme, it 
was just as significant. For it was organ- 
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_ FROM OUR SWITZERLAND CORRESPONDENT 


Gypsies, according to old wives’ tales, 
were wont to capture young children and 
spirit them away to their caravans (al- 
though why this highly fertile community 
needed more children was never clear). 
In Switzerland the fantasy turned reality, 
ut in reverse. Between 1926 and 1973, 
hen the practice was abandoned, 622 
gypsy children were taken away from 
their parents and placed in foster homes 
so that they would get used to a “nor- 
` mal" life and, it was hoped, be cured of 
longing for the campfire. The pro- 
. gramme, called Kinder der Landstrasse 
_. (Children of the Road), was carried out 
by the eminently respectable Pro Juven- 
tute foundation, subsidised and suppos- 
edly. supervised by the federal 
government. 
n keeping with the theories of eugen- 
ind progress fashionable in the mid- 
(0s, a Zurich lawyer, Alfred Siegfried, 
persuaded Pro Juventute (which means 
“for the young") to take the children 
“away from their unSwiss tribal life and 
unhealthy living conditions. In those 
days few caravans had running water and 
, almost none of the gypsy children: went 
to school. Putting them in foster families 
would, said Siegfried, be best for the 
"children and would also, in the long run, 
ielp settle the nomads into the orderly 
ays of Swiss society. 
"Then as now there were about 5,000 
>< Swiss gypsies, who are known locally as 
' Yenish. They are about as unpopular as 
|. in other European countries, and there 
sare still perennial squabbles with town- 
ships about where and how they can set 
p their winter campsites. In summer 
] |. most travel from fair to fair in increasing- 
‚ ly impressive mobile homes. 
^ Although the fostering system was 
stopped after a first flurry of indignation 
zin 1973, the Swiss in general heard about 
Ut only this year. The now-organised 
"Yenish tried to. halt the proposed dis- 
persal of the Pro Juventute archive mate- 
.. ial to cantonal records offices. At the 
t^same time they asked for a public 
apology. Dos 
A high-spirited member of parliament 





sed by the Catholic educational estab- 
lishment, part of the power base of the 
hristian Democratic party of the prime 
ér, Mr Wilfried Martens. 
„Тһе cuts in the education budget— 
volving the loss of up to 14,000 teaching 
bs, reductions in the :school-building 
programme and the elimination of a se- 
- pes of courses for less-gifted young- 
| sters—are part of the government's pro- 

gramme to reduce its budget deficit by 
more than $4 billion. Opposition to the 
programme has already provoked a series 
of public-sector strikes which paralysed 
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| Raggle-taggle Switzers 








from Basle, Mrs Angeline Fankhauser, 
took up the cause, as well she might. 
When not acting as a legislator she is a 
social worker responsible for one of Pro 
Juventute’s other programmes, and 
wanted to preserve its usually spotless 
public image; much of its income comes 
from a surcharge on postage stamps sold 
each year before Christmas. In mid- 
May, the charity’s honorary president, 
Mr Rudolf Friedrich (who resigned as 
federal minister of justice for health 
reasons in 1984), refused to apologise for 
acts which he said he regretted, but had 
been committed by another generation, 
with a different view of life. 

On June 2nd the federal council se- 
questered all the records, saying it would 
decide who should have access to them, 
and under what conditions. Next day Mr 
Alphons Egli, the present head of the 
Swiss home ministry (to which Pro Ju- 
ventute reports), apologised to the Yen- 
ish for the harm done them, and to the 
Swiss people for the abuse of their confi- 
dence. Mr Egli, a compassionate ex- 
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gypsy roots 


Nothing wrong with 





transport and postal services for much of 
May. 

One target of the teachers’ demonstra- 
tion was the president of the French- 


speaking Christian Democratic party, Mr 


Gérard Deprez; he is accused of breaking 
a promise to defend the Catholic school 
network, used by about 55% of Belgium’s 
schoolchildren. The other was Mr André 
Damseaux, the Liberal education minis- 
ter, whose party retains more than a whiff 
of the nineteenth-century anti-clericalism 
which was one of its inspirations. Mr 
Damseaux, accused by the teachers’ lead- 





























































lawyer from Luzern, seems not to have 
worried (as Mr Friedrich had) about the 
possible legal consequences of his act. 
The Yenish community's lawyer says he 
is planning to sue for damages. But first 
he sent a telegram of thanks to Mr Egli. 
What about the gypsy children t 
selves? Many have simply disa ; | 
into the mainstream of society ong | 
those who are known, some resolutely — 
want to know their whole. story, fin 
brothers and sisters, cousins and i 
others ask only that their name 
appear on any paper which also con 
the word “Yenish”. The Pro Juventute ' 
records were sealed precisely to protect |. 
the latter group, while a way ind. 
to make the material containe 
ávailable to the ones who wi 
know more about their roots: 
Mrs Teresa Grossmann, now 
lished fortune-teller in. Münc 
says she has had a life-long 
Pro Juventute. She was one 
children to. be put in a convent | 
age in 1927 and, after her retu 
gypsies and marriage, her 
were taken to foster home 
called down a curse on Pri 
and on the shade of Siegfried 
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ers of wanting to revert to an elitist 
system of education, boasted after the 
spending cuts were announced that he 
had used. the. austerity programme to 
remove those parts of the education sys- 
tem he wanted to get rid of anyway. 

The day after the demonstration, La 
Libre Belgique, the daily voice of the 
Catholic establishment, said that in the. - 
teachers’ eyes Mr Deprez was Judas and _ 
Mr Damseaux Barabbas. Harsh words. . 
By this time, Mr Deprez had recanted, 
saying the government had gone too far 
and too fast in slashing spending. on 


4. 











sg 
between the Christian Democratic and 
Liberal coalition partners; which both 
sides then played down. : 
On June 10th, the government opened 
: negotiations with the teachers. Mr Mar- 
tens said that, while there was no chance 
‚ of changing the amount to be saved in 
; education, he was ready to look at other 
ways of achieving the same result. Public- 





Hungary | 





Ar Gorbachev’s Hungarian hosts were 
probably too tactful to tell him their latest 
okes, which are all about Chernobyl. 
“Have you heard the one about Russia's 
ем x-ray machine? One person from 
Moscow standing between two people 
from Kiev." The others are in equally 
poor taste.) Hungarians have not lost 
"their sense of humour, but they are in 
danger of losing their sense of direction. 
The economy has drifted into trouble, 
and tension between the country's haves 
nd have-nots is growing: Bold decisions 
are needed, but the political leadership 
under Mr Janos Kadar has neither the 
courage nor the energy to take them. 
Sensing that the 30-year-old Kadar era is 
drawing to its close, Hungarians are wait- 
ing nervously to see what will happen 
next. Many feel that at least part of the 
answer lies with Mr Gorbachev. 

To the casual visitor, and perhaps even 
to Mr Gorbachev, Hungary seems to be 
flourishing. Under the country's econom- 
: ic reform—introduced in 1968, put on ice 
in the mid-1970s, warmed up again since 
1979—the rigidities of central planning 
have been softened by a cautious return 
Чо market mechanisms and a healthy 
tolerance of small-scale private enter- 
prise. This has helped to give downtown 
Budapest an impressive gloss. 

_ "There Hungarians with forints to spare 
can buy western newspapers, or clothes 
-by Benetton and Pierre Cardin. Smart 
restaurants compete with the latest craze, 
¿fast-food outlets (a few days in Budapest 
are enough to understand why, as Hunga- 
ry’s health minister said last month, about 
40% of the population is overweight). Ifa 
proposed deal with General Motors goes 
ahead, there will soon be -more Opels 
among the familiar Ladas and Trabants in 
Budapest's traffic-jams. And in August 
Hungary. will put:on its first Formula-1 
Grand Prix—a symbol of its desire to race 


















































ave rise to a brief rift 


“sector workers, who have decided to tone [f 


[Blues on the Danube 


down their strikes for a while, will be 
watching the outcome of the teachers’ 
negotiations for signs of any weakening of 
the government’s resolve. Mr Martens 
seems to be willing to let the talks drag on 
until the end of the month, when the 
schools break up for the summer holi- 
days. By the autumn, tempers may have 
cooled a bit. 


Shadows behind the shop-windows 


ikhail Gorbachev likes to present himself as a reformer, but does he 
approve of what he saw during his visit to Hungary this week? In the 
Soviet world’s most adventurous and market-minded economy, money 
often seems to matter more than Marx. Our special correspondent 
reports on Hungary's successes, and its mounting problems 


along in the fast track. 

But the outward prosperity is only part 
of the story. Real wages are no higher 
now than they were ten years ago. Living 
in Hungary, says one Hungarian, is like 
being on a downward escalator: it is still 
possible to go up, for those who can work 
after-hours in the legal “second” econo- 
my or the illegal "third" one; but with an 
inflation rate of at least 7% in recent 
years, it has been all too possible to slide 
downwards. 

Pensioners (a fifth of Hungary's popu- 
lation), teachers and unskilled workers 
are among the people who are losing out. 
Many of them feel a growing resentment 
against the "new rich", whose ostenta- 
tious behaviour—the western cars, the 
palatial homes that have been springing 
up in the hills on the Buda side of the 
Danube—jars on Hungarians brought up 
to believe that wealth should be distribut- 
ed more or less evenly. Among the 
young, crime and drugs are said to have 
become a bigger problem. Some Hungar- 
ians talk of deepening demoralisation in 
schools and hospitals. 

The government had hoped that ten- 
sions could be eased by a combination of 
faster economic growth and cautious po- 
litical liberalisation. Political reform. 
means more than just having the liveliest 
press in Eastern Europe. Fledgling inter- 
est groups—factory managers, trade 
unionists, ecologists—are slowly begin- 
ning to find their voice in the one-party 
state. In last year's élections, voters for 
the first time had to be presented with a 
choice of candidates—a tiny change, 
since all the candidates were officially 
vetted, but one which nonetheless pro- 
duced a few local surprises. Political re- 
form has become a subtle and fascinating 
process; it is also frustratingly slow. : 

So is economic growth, which went on 
to the minus side last year (see chart). 


.. What's gone wrong 


‚ from Hungary 
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Sources: Hungarian statistical роске book: PlanEcon 


Belt-tightening was needed to: cope with 
liquidity problems in 1981-82. Unlike Po- 
land and Romania, Hungary managed to 
avoid the embarrassment of having to 
reschedule its debts. Believing the worst 
to be over, the government told Hungar- 
ians that in 1986-90 living standards 
would rise again as the economy grew by 
2.5-3% a year. The optimism already 
seems misplaced. $ 

Hungary's hard-currency trade surplus, 
$1.2 billion in 1984, dropped to $300m in 
1985, and there was a deficit of nearly 
$300m in the first four months of this 
year, For the time being at least, Hungary 
should. be able to service its $5 billion .. 
debt: it has built up its gold and foreign 
exchange reserves to nearly $4 billion, 
western banks still like lending to Hunga- 
ту, and a good harvest should help hard- 
currency exports in the second half of the | 


year. Even so, another bout of austerity 


will be hard to avoid. 


In part, Hungary can blame its current 
economic difficulties on plain bad luck. 
Among the things that have made things 
worse are: > E ES 

€ The weather. Last year's cold winter 
and dry summer affected farm output and 
made extra energy imports necessary. — — 
ө Fires. Hungary had half a dozen big 
ones in May. In one of them, virtually the 
whole of its microchip industry was wiped 
outinfourhours. . ^ 

€ Chernobyl. The impact of the. EEC's 
temporary ban on fresh-food imports 
was slight, but it came at a 
bad time. Hungary's tourist trade has also 
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Blank taping is having alarming effects ~ 
on Europe's jobs, culture and exports. кА levy on the sale of blank tapes asa roya ^ Bauen fort 5 
¿Its hardly surprising when you look at the facts. $ whose work is copied. Spa n, Holland and Britain have 
< Recorded music sales plummetted a third in | ‘expressed support for the principle, and the EEC Commission 
Соттоп Market countries between 1978 and Я will shortly publish its proposal on the royalty issue 
1984 to 347 million units. While blank tape sales А i ee E 


m A. : 
| Rapes 315 million units in T984 explode with disastiaue consequences for Europeans 


^ An Britain, alone, music industry jobs have plunged : Jobs, exports and Europe's very culture wil Foe eroded 
Бу 249% іп the last four years. AN 


Of course, there'd be virtually no recorded music to 
‘сору at all today if free blank taping had been possible IM 
naenerations ago. It's obvious why. You cannot deprive an industry ES ^W 

- fessential earnings necessary for the kind of heavy reinvestment є 
E. the music c industry needs. z AN 


nk | jeopardise the futures of European musicians who follow in me 
| footsteps eethoven, Mozart, McCartney, Legrand and Menuhin, by 

. cutting off their rightful earnings? Only 2 in every 100 songwriters and 

~ composers eam more {пап the average European skilled worker. Most earn 
far, ft} ess. 


' don’ thelp outseivest to the creations of people in the car, food or other: E ў 
es, so why shoul d bl ank > taping be allowed without payment to those 


SAY “YES” TO THE BLANK a | MY 


atis Sponsored by the Tollowing organisations нано Europe's performers. musicans nj iocos coinpanies: FIA (international Federation of. Actors). нм a Internati Federation of Musto) # 
'ederation of Phonogram and Videagram Producers), : 


formation write to IFPI Secretacat, 54 Regent Seer. London WIR SPJ, England. > 
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suffered because of Chernobyl. 

@ Cheaper oil. The fall in the world oil 
price has not helped energy-importing 
Hungary, since the price it pays Russia 
for its oil is based on a five-year moving 
average of world prices. So far Hungary is 
paying as much as ever for its oil, and 
getting less hard currency for its exports 
of refined oil products. Hungary’s cus- 
tomers in the Middle East have had less 
money to spend. 

Pressure has also come from the Soviet 
Union. As Mr Gorbachev reminded Mr 
Kadar this week, he expects his Comecon 
partners, Hungary included, to deliver 
more and better goods in return for 
Soviet raw materials. And Russia is be- 
coming meaner about the quantity of oil it 
is prepared to supply on soft barter terms. 
Over the next five years, Hungary’s plan- 
ners expect its industry to grow without 
any increase in the raw materials used. 
The improvement will have to come from 
greater efficiency. 

But efficiency—or rather the lack of 
it—remains Hungary’s biggest problem, 
and for that it has only itself to blame. A 
recent study for the OECD* concludes 
that, agriculture apart, Hungary has 
made poor use of the technology it has 
imported from the West. Despite the 
country’s reforms, the study says, the 
technology gap between Hungary and the 
West has not been narrowed significantly 
since 1968 (though the reforms may have 
prevented the gap from widening). 

The fault is not the idea of the reform, 
but its implementation. The central au- 
thorities have continued to prop up loss- 
making enterprises such as Hungary's 
three big steel plants, with the result that 


the restructuring industry desperately 
needs has failed to take place. A new 
system of elected enterprise councils was 
meant to break the cosy links between 
factory bosses and their former ministeri- 
al masters. So far, because bosses were 
eager to please the workers who elected 
them (and because they still believe that 
ultimately the state will provide), the 
main result has been a sharp rise in wages 
in the first three months of this year; 
some factories even dipped into their 
amortisation funds to pay the extra. 

Some economists argue that in practice 
well-intentioned measures become so 
watered down as to be meaningless. That 
is probably an exaggeration. But the 
reform, already a compromise between 
plan and market in its grand conception, 
has become a compromise in almost every 
little detail. The result is as mixed up as 
goulash. 


When the old man goes 
In the 1980s, and especially since its 
Central Committee meeting in April 
1984, the Hungarian communist party has 
been publicly committed to continuing 
the process of economic reform. Some 
Hungarians now fear that people will start 
to blame their country’s current difficul- 
ties on the reform itself, rather than on 
the watered-down way in which it has 
been applied. The worry is that conserva- 
tives in the political leadership will take 
the opportunity to roll back the reform— 
a chilling prospect not just for Hungary, 
but for would-be reformers throughout 
Eastern Europe. 

It is unlikely to happen. Reversing the 
reform would now be extremely difficult. 





"Can I go on compromising?”, Kadar asks Gorbachev 
44 


Conservative policies—tighter restric- 
tions on private enterprise, for example, 
or too much investment in the wrong 
places—would be a setback, probably not 
a fatal blow. 

Radical economists argue that Hunga- 
ry's poor performance over the past 18 
months merely demonstrates how urgent- 
ly reform is needed. More changes are 
supposed to be on the way: a bankruptcy 
law in the next few months; some decen- 
tralisation and deregulation of the bank- 
ing system from the beginning of next 
year; tax reform, perhaps involving the 
introduction of value-added tax in 1988 
and possibly a progressive income tax 
soon after; there is even talk of stocks for 
sale on Hungary's small but adventurous 
bond market. 

What really matters is how firmly these 
measures, and in particular the ones con- 
cerning bankruptcy, are  followe 
through. Are Hungary’s leaders prepare. . 
to accept the unemployment and extra 
tension that might well come about as a 
result? 

At the moment, Hungary’s leaders 
seem unwilling to do anything except 
muddle through—and, it is said, squabble 
among themselves. Part of the problem is 
uncertainty over how long the 74-year-old 
Mr Kadar will stay in charge, and who 
will take over from him. The line-up of 
potential candidates is not particularly 
encouraging for those who hope for bold, 
reformist policies. The most exciting jobs 
in recent years have been in the govern- 
ment and in management, and these have 
attracted the brighter party people. Many 
of those who have stayed in the party 
apparatus are a dull breed. 

Whether reformers or conservatives 
gain the upper hand may depend on what 
Mr Gorbachev told Mr Kadar in their 
four-and-a-half-hour meeting this week 
What happens in Hungary will be ar 
indication of how keen a reformer the 
Soviet leader really is. The Hungarian 
Central Committee will have a chance to 
discuss the economic difficulties and Mr 
Gorbachev's visit when it meets next 
week. 

Amid the uncertainty, Hungarians are 
getting nervous. For most of the 30 years 
since Russian tanks crushed the 1956 
revolution, Hungarians have put up with 
their difficulties with the thought that the 
“Kadar compromise" was the best avail- 
able. It probably still is, and Hungarians 
probably still live better than people 
anywhere else in the Soviet world. But 
memories have become shorter and Hun- 
gary has become a more complicated 
place. Can Kadar's compromise survive 
Kadar himself? 





"Раш Marer, “East-West technology transfer: 
study of Hungary 1968-1984". oEcp. 1986 
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Where tomorrow's jobs will 
come from 


Most economic forecasters are not good 
at predicting which sectors of the econo- 
my will fail or flourish, or what sorts of 
skills the job market will want in five 
‘ears’ time. They resort, like others, to 

~anecdote. Now a study* of 3,000 employ- 
ers, the biggest of its kind, has asked 
them what changes they foresee in their 
own firms, which currently employ 8m 
people, or roughly half of the private- 
sector and nationalised-industry work- 
force. The study, conducted by the Occu- 
pations Study Group (056), publishes its 
results on June 26th. 

Its most dramatic conclusion is proba- 
bly its least reliable. The authors reckon 
that Britain's employed labour force will 
actually fall, by 125,000, in the four years 
to 1990. This figure is the balance be- 
tween a fall of 665,000 jobs in farming 
and the production industries (manufac- 
turing and construction), and a rise of 
540,000 jobs in services. 

If these numbers were to come true, 





* UK Employment Trends to 1990, by the 
institute of Manpower Studies for the Occupa- 
tions Study Group 
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they would be cause for deep gloom. 
Britain's total labour force—ie, the num- 
ber of people who have jobs or want 
them—is likely to carry on growing over 
the next few years. This means that 
employment must grow—by around 1% a 
year, according to the OECD—simply to 
hold the unemployment rate steady. 
Even a gentle fall in employment would 
mean a continued, and comparatively 
rapid, rise in unemployment. 

This part of the OSG's conclusions is 
almost certainly too glum. When the 
OECD's economists recently surveyed 
Britain's prospects, for example, they 
forecast that employment will grow fast 
enough to trim the odd decimal point 
from the unemployment rate. The dis- 
agreement between survey and forecast is 
easy to explain: the OSG talked to existing 
employers. The OSG has tried to make an 
allowarice for jobs created by firms which 
do not yet exist, but that involves guess- 
work, not economic forecasting. 

More useful is what the study has to say 
about the changing structure of industry 
and employment—issues on which con- 
ventional forecasters are ignorant. Chart 


1 shows how the OSG expects the pattern 
of jobs to shift by 1990. Employers' 
responses suggest that the sharpest fall in 
jobs, in absolute terms, will be in engi- 
neering-related manufacturing. (Employ- 
ers in the much smaller energy and water- 
supply industries expect a slightly bigger 
fall in percentage terms.) Jobs will grow 
most rapidly in parts of the service sector: 
distribution, financial and business ser- 
vices, and leisure. 

The study links decline and growth. 
Roughly half of the jobs that will disap- 
pear from the production-industry cate- 
gory will, it argues, reappear as sub- 
contracted employment їп services. 
When this happens, the pattern of work 
has not changed, but the boundaries that 
divide it up into different sectors have 
simply been redrawn. (If you decide to 
have your factory cleaned by an outside 
firm rather than by your own employees 
you have contributed to the slump in 
manufacturing and the boom in services.) 
But industrial employers also plan to shed 
jobs altogether. Many complain of over- 
capacity in general, and surplus labour in 
particular; sometimes the report makes it 
hard to believe that there has yet been 
much of a shakeout. 


More chiefs, fewer Indians 

Employers say they are changing their 
demand for labour to improve competi- 
tiveness, especially in the older indus- 
tries. Above all, this means introducing 
new technology which, in turn, means (a) 


New jobs for old a 
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on the skills and flexibility of those that 





















remain. Adaptability to change is regard- 
ed аз а skill in its own right, at least as 
valuable as skills tied to specific industrial 
госеѕѕез. 

Аѕ а result, as Chart 2 shows, the 
attern of work within each sector will 
запре. In the production industries, 
5% of firms expect to add to their 
cientists and engineers, and only 4% 
xpect to employ fewer of them. Firms 
t plan to increase the number of man- 
ers and other skilled workers (profes- 
ionals, technicians, draughtsmen, and so 
) easily outnumber those who plan 
uts. Relatively unskilled workers (opera- 
ives, those in support-service- and per- 
onal-service occupations) are less in de- 
+ In services, too, managers and 
led workers will in future get the lion’s 
are of new jobs. 

art 2 shows that, in nearly every 
f job, the employers who plan 
their staff outnumber those 
cut them. How does this 
the predicted fall in overall 
nt? The answer is that the firms 
cting to reduce their payrolls are 
rger, on average, than those expecting 
O increase them. Their job cuts will be 
ig enough to outweigh the smaller firms' 


Skills in demand a 
Occupational changes, 1985-1990 
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Target practice 
The official who told the chancellor of 
the exchequer, Mr Nigel Lawson, to 
reinstate a target for sterling M3 is long 
overdue for a posting to Brussels. New 
figures show that the Treasury’s measure 
of broad money increased by 3% in May, 
by 193% over the previous 12 months 
(see chart) and at a staggering 3996 
annual ráte over the past three months. 
Mr Lawson has had his doubts about 
. Sterling M3 before. He dropped its formal 
target range as part of last year's autumn 
economic statement; it came as а sur- 
prise when he revived it in this year's 
budget. To be on the safe side, he gave it 






measure promptly overshot its new 
target. 

True, Mo (mostly notes and coin) has 
been growing more timidly, but nobody 
except the Treasury cares. Mr Lawson 
can only pray that. sterling M3 is not a 


expansion. 

The growing proportion of small firms 
is a significant trend in its own right. Of 
the 298 small firms (defined as those with 
an annual turnover of less than £250,000 
at 1981 prices) in the OSG's sample, only 
176 were willing to guess how many 
workers they would have in 1990. But the 
ones that thought they would be bigger 
outnumbered those who thought they 
would be even smaller by 40% to 7%. 
Some of that optimism is probably mis- 
leading: the researchers found that the 
youngest firms were much the most opti- 
mistic, but these—as other studies and 
common sense suggest—are also the most 
vulnerable. Allowing for over-optimism, 
the authors still think that by 1990 small 
firms will employ around 1m more people 
than the 5m they employ in 1986. 


Over to Whitehall 

The OSG refuses to draw policy conclu- 
sions from its mammoth effort. Its view of 
the” broad pattern of labour-market 
changes chimes with that of the Treasury: 
the decline in British manufacturing is a 
natural and largely unstoppable process, 
and growth in services, all being well, will 
take up the slack. All is not well, though. 
The process appears to be working far too 
slowly. How might the government speed 
it up? 

A collection of papers* from the Na- 
tional Institute for Economic and Social 
Research (NIESR), published this week, 
forgoes that body’s customary demands 


‘for a Keynesian expansion of demand, 


and looks at some supply-side policies 


—————Є———— 
С изинек уне чит and Labour Market Policies 
edited by P. E. Hart 





a much higher range. To по avail. The © 


good. measure of liquidity: if it is, it is . 








flatly contradicting every other econom- 
ic indicator (except share prices апа. 
south-of-England house prices) and say- 
ing that Britain is ee for a raging 
inflation. 
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instead. It comes up with a couple of 
answers to the puzzle of how to make the: 
labour market more flexible—and one 
rather disappointing non-answer. | " 
€ Training is the most obvious way to 
adapt a labour force to changing de=, 
mands. But in Britain, the long-term 
trend has been towards less training, not 
more. In 1974, 6.8% of the male labour 
force was in formal work-based training. 
By 1984, that proportion had dropped to 
3.9%: Yet business surveys continue to 
show large numbers of firms facing skill 
shortages. 

The new two-year Youth Training 
Scheme (vrs), launched in April: means 
that in future all school-leavers can move 
on either to higher education or to some ^ 
form of work-based. training. Roughly 
40% of 18-24-year-olds in 1991 will have 
been through vrS; the proportion of 
young people with some combination of 
higher education and formal training will 
by then be 80-90% —roughly on a par, for 
the first time, with West Germany. ^ 

But Mr Norman Davis of the Manpow- 
er Services Commission points out that 
many young people have already passed 
through the net. Today's 18-24-year-olds 
did not benefit from the. expanded YTS; 
they account for 20% of the labour force, 
and are already a third of the unem- 
ployed. The long-term unemployed are 
another group that needs better access to 
training. Older workers, by European 
standards, lack. training opportunities 






















. too; one way to provide them might be 


for the government to give workers an 
entitlement to, say, one month of taining 
for every yearof work. ^: 

€ Britain's national insurance 

courages labour- ark : 









: ways. First, the employers’ 
tribution is a tax on jobs. Reducing it 
uld be a high, if expensive, priority for 
government. Second, the system has 
yuraged many firms to replace full- 

workers with part-timers. Often, 
-time workers can improve a firm's 

bility. to match output to demand— 
unch-time workers in restaurants are one 
example. But when the decision to em- 
ploy a part-timer is merely a device to 
eat the tax system, there is no gain in 
economic efficiency. 


Employers' NICs create an incentive to 


fitch to part-timers because firms pay no 
tax at all on workers who earn less than 
:£38 a week. Mr Peter Hart of Reading 
University and Mr Chris Trinder of the 
| NIESR suggest an easy way to remove this 
distortion. Assuming that the govern- 
ment must continue to raise as much 
| | employers as before, re- 

ICs with a percentage wage-bill tax 

iat yields the same. If firms had to pay a 
of 7 of their wage bills, that would 


The Alliance 


provide roughly as much revenue as em- 
ployers' Nics, and, incidentally, with a big 
saving in administrative costs. 

€ The non-answer is greater labour mo- 
bility, which, according to the Centre for 
Urban and Regional Development Stud- 
ies at Newcastle University, may be less 
of a boon than many suppose. The au- 
thors agree that many employers face skill 
Shortages, and that vacancies go unfilled. 
If suitably qualified. would-be workers 
found it easier to move from high-unem- 
ployment areas to take those jobs, the 
labour market would be more flexible, 
and ‘unemployment could fall. The trou- 
ble is that. unemployment is high (by 
historical standards) everywhere in Brit- 
ain; if suitably qualified workers existed, 
the chances are that there would be 
enough of them close at hand. 

Policies to improve mobility might pay 
off handsomely when Britain is next fully 
employed. But with 13% of the work- 
force unemployed, the authors conclude, 
they are beside the point. 


A set-to at the first fence 


r David Owen's Social Democratic par- 
гапа its Liberal allies, led by Mr David 
Steel, have just had their first big public 
shouting match. The divide: nuclear de- 
> fence, an issue which has frequently riven 
the Labour party (though rarely the Con- 
servatives). The occasion: a report, pub- 
lished this week, which both parties to the 
Alliance have been labouring for many 
months to produce, offering a joint posi- 
tion on what to do with Britain's aging 
Polaris missile and on what, if anything, 
тоша: follow it. Their answer: Polaris 
. hould survive until the middle 1990s, and 
а decision on any replacement must wait 
on the progress of disarmament negotia- 
tions; on the alternative deterrents avail- 
able to Europe and on the views of other 
European countries. 
Моге remarkable than Dr Owen's dis- 
. agreement with this wait-and-see philoso- 
phy, a position with which he would once 
s. have. sympathised, has been the large 
< concession the report asks of the many 
г Liberals who. would gladly scrap Polaris 
гапа not replace it with anything. Hence, 
partly, Mr Steel's irritation with Dr Ow- 
< en's views. The spp leader now wants а 
Loelear commitment to replace Polaris with 
another nuclear deterrent: albeit with a 
cruise missile system, rather than with the 
£94 billion Trident that the ша, is 
going ahead with. 
Ав а defence policy, that makes some 
nse: cruise is a cheaper alternative in 
long run, and in the short run, too, 
ven. ра spending on Trident has al- 


ready started, while paying for cruise 
could be postponed for another decade. 
But this year spending on Trident rises 
sharply: another three years, and so much 
money may be tied up in Trident that it 
will be as expensive to scrap it for cruise 
missiles as to stick with it. The next 
government, if not Tory, might find that 


the only way to scrap Trident cheap 

to convert the submarines built t 

it into conventionally armed ones. TI 
rather than the missiles themselves, rer 
resent the bulk of the system’s cost in th 
next few years. The switch, not too cost 

in itself, would be one way to avoid 
enormous cancellation costs. - к 

In the real world, not even a part- of 
that decision is likely to fall to Dr Ow 
Criticism from his fellow spp leaders m 
not.matter: not so that of. his Liberal 
partners: They have more MPs, more loc 
councillors and more voters—among 
them many activists who like their rank- 
and-file spP allies a lot better ié 
leader. 

Dr Owen argues that, come gen al 
election time, an Alliance fudge wo 
unsaleable to the voters. That is har 
believe: at least today, some 35-40 
the voters are ready to buy a Labour. 
party whose defence policy combi 
flight from British nuclear weapons with а. 
kick in the teeth for the only other nation 
that might use its weapons on Britain's 
behalf. 

Nor, as Dr Owen must know from his 
Labour days, will the issue go away at 
election time just because it has been 
raised well in advance. Both party leaders. 
want to hammer out an agreement. Mr. 
Steel, anxious to mend fences, summed 
up the danger in a television interview at 
the weekend: “If we can't agree before. 
we get into government,” he asked, “һом 
can we agree when we are in govern 
ment? That's what the electorate will 
want to know." They sure will. A split 
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party is no easier to sell than a dicey 
defence policy. Split wide is what the 
Alliance could yet become over this issue; 
and what it can afford much less than 
either its Labour or its Tory opponents. 


Nissan 
Watching the yen 


Geordies could be in for a spot of good 
news on the job front this summer. Japa- 
nese dignatories, local bigwigs and 470 
hand-picked carworkers will be on hand 
for a ceremonial opening of Nissan's 
£50m car factory in Washington, County 
Durham, early in September. Executives 
from Tokyo are expected to use the 
Occasion not just to show off the first 
batch of the 24,000 Nissan Bluebirds they 
initially plan to assemble in Britain, but 
also to announce the go-ahead for spend- 
ing a further £250m to boost the Washing- 
ton plant's output five-fold or more. That 
could spell a couple of thousand more 
jobs for the north-easterners. 

Jobcentres in the north-east have been 


Bills for the birds 


When promoters were laying out new 
railway lines across Victorian Britain, 
their companies would seek a private bill 
in Parliament to clear the way. Now 
Parliament is embarking on a review of 
this old-fashioned procedure, and not a 
moment too soon for the country's main 
conservation groups. For the procedure, 
intended for legislation that benefits par- 
ticular individuals, seems to them to be 
used increasingly to push through plans 





that hurt the environment. 

The biggest such group, the Royal 
Society for the Protection of Birds 
(RSPB), has been quietly urging the envi- 
ronment minister, Mr William Walde- 
grave, to get a change in the rules. The 
society has just Me nearly £20,000 in 
an unsuccessful fight against a bill pro- 
moted by a subsidiary of European Fer- 
ries to extend Felixstowe docks. The 
company wants to reclaim a chunk of the 


* 


watching the ups and ups of Japanese 
exchange rates like never before. The 
higher the yen goes (on Thursday it stood 
at Y253 to the pound), the greater the 
pressure on Nissan to bring forward its 
plans for expansion. The hardening yen 
knocked nearly 16% off Nissan's pre-tax 
profits in 1985, and the company is fore- 
casting a drop in exports this year. Execu- 
tives at Nissan's headquarters in Tokyo 
have put top priority on getting the com- 
pany's two main car plants overseas— 
Nashville in America and Washington in 
Britain—into top gear. 

Nissan is now discussing with Whitehall 
how to achieve a level of local (ie, EEC) 
content that will allow British-built Nis- 
sans to be sold elsewhere in the EEC as 
European cars. The first 24,000 will be 
bolted together from kits shipped from 
Japan. Labour costs plus a few bits and 
pieces of European componentry will 
make up nearly all their intended 40% of 
local content. They will still be classified 
as Japanese, and subject in Britain to the 
"gentleman's agreement" that limits Jap- 
anese car imports to no more than 1196 or 
so of the British market. To enjoy free 


muddy foreshore of the estuary of the 
river Orwell, in Suffolk: an area teeming 
with redshanks, dunlin and Brent geese, 
and officially designated a site of special 
scientific interest and an area of out- 
standing natural beauty. A private bill 
was essential, because the reclamation 
involves a smallish change in public navi- 
gation rights on the river. The port of 
Felixstowe insists it has not used the bill 
as a way to escape the marathon plan- 
ning inquiry which would usually have 
been involved: it has spent lots more 
money than the RSPB, and the bill which 
it presented in the autumn of 1984 has 
only just finished the committee stage in 
the Commons. 

The RSPB argues that a private-bill 
committee is a bad way to handle com- 
plicated discussions of environmental is- 
sues. Typically, it is made up of a few 
members of Parliament who have no 
particular knowledge of the issues in- 
volved and who, unlike the inspector at a 
planning inquiry, have no expert asses- 
sors to help them. Worse, public agen- 
cies are specifically prohibited from tak- 
ing an active part in the committee stage 
of a private bill. So although bodies such 
as the Nature Conservancy Council and 
the Countryside Commission can for- 
mally record their opposition to schemes 
such as that at Felixstowe, they cannot 
present witnesses or cross-examine those 
of the promoters. Private conservation 
groups therefore have to mount their 
case entirely from their own cash. 

The RsPB thinks that promoters are 


passage within the common market, they 
need 60% local content. Nissan has said 
that, once its British plant is humming, it 
aims for 80%. 

The only practical way of achieving this 
is not just to buy in EEC components but 
to make engines at Washington. But the 
minimum volume for a viable engine 
plant is two or three times that needed for 
an assembly plant. So expansion at Wash- 
ington will need to be big enough to 
produce a good deal more than 100,000 
units a year—the plan discussed so far. 
Say 200,000 cars a year, double-shift 
working, and perhaps a total of 2,800 jobs 
in two years’ time. 


Employee share-ownership 
Power to the people 


The advocates of employee ownership, 
long used to being dismissed as benevo- 
lent cranks, are wryly delighted to find 
themselves the centre of attention, with 
all of the main political parties struggling 
to emerge as the champion of worker- 


using private-bill procedure more often, 
writing into bills sweeping powers to 
acquire land or ignore environmental 
constraints. It is currently worrying 
about two others: one affecting the Taff 
estuary at Cardiff, and one, promoted by 
British Rail, affecting the Dornoch Firth 
in northern Scotland. In the case of a 
third, involving the Wash at Fosdyke in 
Lincolnshire, the RSPB has reached a 
compromise with the promoters and 
withdrawn its opposition. 

Mr Waldegrave shares some of the 
conservationists’ unease, and accepts the 


... and dunlin need defenders 


need for some better way for the statu- 
tory environmental bodies to be involved 
in private bills. Members of Parliament 
have been complaining about being 
forced to sit on private-bill committees, 
if they are nominated to do so; and about 
the way the procedure is being used to 
hurry the Channel Tunnel bill through 
Parliament. Hence the joint Lords-Com- 
mons review, The birds may win in the 
end. 
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Can your on-line 
transaction processor 


doanything else? 


A lot of on-line transaction processors just can't cut it if you need them to do other 
kinds of processing. 

Oh, they can do some of your general purpose processing work when push 
comes to shove. 

But not easily, and not efficiently. That's where we come in. 

The NCR 9800 was built to be an excellent on-line transaction processor, 
as well as an excellent general purpose processor. 

How? 

Using what we call job-specific modules. 

The 9800's architecture lets you configure the right processors to do the job: 
either application processors or data storage processors. 

So it can do both, transaction and general purpose processing, more efficiently. 

And that leaves just one job for you: 

Contacting your local NCR representative. 


NCR9800. The evolution 
of the mainframe. IN| Г 
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Why an ambitious 
young woman from Georgia 
went to Hawaii 
to change her mind. 


And why Fujitsu, the computer and 
communications giant, helped her do it. 


Melody George is an ambitious young 
business graduate from Atlanta, Georgia who 
is in Hawaii at a special school — a school 
that’s teaching her how to change her mind. 

Her mind is a Western mind, and she has 
to change it, because if she doesn't, she'll 
never be able to do what she wants to do. 


Communicate 
with the East 


What she wants to do is communicate 
with the East; she wants to do business there. 
That's why she went to JAIMS. 

JAIMS is the Japan-America Institute of 
Management Science. Located in Hawaii, it is 
a private, non-profit institute that teaches 
Western management trainees how to think 
and function in the Eastern way, and Eastern 
trainees how to think and function in the way 
of the West. 

And after teaching them, JAIMS sends 
them to corporations in the cultures they have 
studied to do management internships. 


Brainchild 
of Fujitsu 
JAIMS is the brainchild of Fujitsu; we 


conceived and created the school fourteen 
years ago. 


And we sponsor it, and keep it going. 

Why do we do it? And who are we? 

We are the number one computer maker 
in Japan. We are also a world leader in 
telecommunications technology. 

We are a multinational company with 
operations in more than 100 countries, and a 
strong commitment to helping establish better 

communications in the world. 
Especially between the East 
and the West. 





The Hawaii campus of the Japan-Amenca Institute of 
Management Science, which was founded by Fujitsu. 
Enrollment is open to all nationalities; scholarships are 
available. For information contact: JAIMS, 6660 Hawaii 
Kai Drive, Honolulu, HI 96825, U.S.A. (808) 395-2314 


ed 
FUJITSU 


The global computer & communications company. 
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Air Transport World, the leading was right. On the ground. In the air. Every day. 
aviation magazine, has crowned KLM For every flight. Test us, try us, fly us. 


R NEO | | Airline of the Year. And 20,000 А 2 2 
"s dd Р KLM-ers are eager to prove the choice | | е Reliable Airline KLM 
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A young man’s trade 


Burglary is a mystery and, increasingly, a problem. One mystery is who 


does it: such a small 
about them. A new 


of burglars are caught that little is known 
is that burglary is like a lump in the carpet: 


stamp it out in one р and it pops up elsewhere 


Just like new businesses, burglaries often 
fail. In nearly a quarter of recorded 
burglaries, nothing is taken. Since crimi- 
nologists think that there are one-and-a- 
half to two times more burglaries than 
are recorded by the police, and since 
many burglars (over a quarter in London 
last year) just walk in without damaging 
anything, it may be that many more 
burglaries are not even detected by the 
householder. When there are pickings, 
they are usually not rich. In 65% of 
home burglaries where something of 
value was taken in 1984, the swag was 
worth less than £100. 

Insurance companies—and those who 
pay their premiums—have been the big 
losers. The value of household-theft in- 
surance claims has almost trebled in the 
past five years, up from £75m in 1980 to 
£219m last year. Many insurers now 
make burglary victims pay the first part 
of any claim themselves, rather than 
raise everybody's premiums a lot. In 
1984, Prudential Assurance in Live 1 
found themselves paying out £3 in bur- 
glary claims for every £1 collected in 
premiums. So they made policy holders 
in Liverpool pay the first £100 (or £200 
on some policies) of claims. The scheme 
now applies everywhere. 

The makers of burglar alarms and 
other paraphernalia have done well by 
fostering worries about burglary. The 
number of police-approved alarms in- 
stalled went up from 21,300 in 1976 to 
58,700 last year. Probably at least anoth- 
er 40,000 non-approved alarms were 
fitted in houses in 1985. Most people 
who fit alarms in their homes probably 
do so for their own peace of mind, not 
because their insurance company tells 
them they must. They usually plump for 
cheaper non-approved ones, which in- 
surers frown on. 


Household-theft insurance 
claims in Britain 





1980 81 82 83 84 85 
Sources: Association of British insurers: British Crime Survey. 1983 
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And how to avoid it 

The really effective ways to avoid being 
burgled are ridiculously impractical. 
Most studies agree that the biggest risk 
factor is whether someone can approach 
a house without being seen. So people 
with well-hidden entrances should move 
house. About 80% of residential bur- 
glaries happen when nobody is in. So 
people should stay at home. Burglary 
rates vary enormously from area to area 
(the national average risk of being bur- 
gled in a year is probably around one in 
25). Insurers keep a close watch on these 
variations: the cost of insuring £1,000- 
worth of hi-fi equipment may be £3.50 a 
year in a quiet rural spot, but £15 a year 
if the music-lover moves to a top-risk 
area. 

The fastest-spreading counter-mea- 
sures to burglary are the police’s neigh- 
bourhood watch schemes, which try to 
interest residents in keeping the local 
burglary rate down. About 8,000 of 
these schemes have been set up, nearly 
half of them in London. Sometimes they 
work, but at a cost. “It seems”, says the 
chief of London’s police, Sir Kenneth 
Newman, “more than probable that an 
effective neighbourhood watch project 
in one locality will displace burglary to a 
nearby neighbourhood which has not 
thought to protect itself.” 

If defensive measures just lead bur- 
glars to ply their trade elsewhere, catch- 
ing them, and thus deterring others, 
might be the only way to cut the overall 
number of burglaries. Unfortunately this 
seems to be impossible. In 1985, 71% of 
burglary offences in England and Wales 
were unsolved. In London last year it 
was 90%. And just 7% (by value) of 
stolen goods are recovered. Most of 
those who get caught are career burglars. 
Thus most of the burglars convicted in 


Burglaries involving loss 
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82 83 
* Not available for 1982 


any recent year have had at least five 
previous convictions for burglary. Only 
11% are first-timers. But that figure may 
be misleading. Clearly, the more often a 
man (it is nearly always men) burgles, 
the more likely he is to get caught. 
Burglary—or at least getting caught at 
it—is a young man’s game. In 1984, 39% 
of convicted burglars were 16 years old 
or younger: a higher proportion of juve- 
niles than any other offence. Less than a 
third were 21 or older. Criminals they 
certainly are, but not, usually, violent 
ones. In London last year, one recorded 
burglary in 350 involved injury and one 
in 3,000 involved serious injury. In most 





It's a fair cop 


cases (92% in 1981) the damage caused 
by a burglar is simply the damage he 
caused in order to get in. 

Insurance takes care of most losses. 
According to the 1984 British Crime 
Survey, 45% of victims said they were 
worse off by less than £25 after insurers 
had paid up (though 23% said they were 
£250 or more worse off).-A candid 2% 
admitted that they were better off after 
being burgled. | 

Most people would rather not be bur- 
gled, and many (according to crime sur- 
veys) are anxious about it. But a poll for 
the National Association for the Care 
and Resettlement of Offenders last year 
found that only a third of victims thought 
“their” burglar ought to be gaoled. Nev- 
ertheless, at any one time about a third 
of Britain's burgeoning prison popula- 
tion is doing time for burglary, a larger 
slice of inmates than any other type of 
offence. It does not do them much good: 
68% are reconvicted within six years. 

What most worries criminologists is 
that today's preventive measures may be 
turning burglars into something nastier. 
Sir Kenneth Newman speaks of evidence 
that where burglary drops because of a 
neighbourhood watch scheme, street 
crime rises. Indeed, while residential 
burglaries in London fell by 11% last 
year to below its 1982 level, street rob- 
bery went up by 14%. At least burglary 
keeps the young off the streets. 
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Soured cream 


Since the tin market collapsed in Octo- 
ber, Cornwall's tiny tin industry has 
looked doomed. One of the county’s 
four mines, Geevor, has already had two 
applications for aid refused. A decision 
on a request from the other three, oper- 
ated by Carnon Consolidated, a subsid- 
iary of RTZ, will be announced in July. 
Geevor wanted £25m for investment 
to cut its production costs from £7,500 a 
tonne to under £6,000. Tin is now fetch- 
_ ing £3,600 a tonne. Before last October, 
a tonne of tin changed hands for more 
than £8,100, although RTZ thinks its price 
will settle at around £7,000 a tonne in the 
early 1990s. Although Geevor may reap- 
ply for aid, only its water pumps have 
been working since April and all but the 
m of its 360 workers have been laid 
о 


Carnon’s case тау be slightly stron- 
ger: it is already producing at £6,700 a 
tonne and is part of the way through an 
investment scheme to reduce those costs 
to £5,500 or less over the next five years. 

Cornwall accounted for only £30m of 
RTZ's £5.3 billion turnover in 1985. As 
Carnon's engaging managing director, 
Mr Brian Calver, puts it, Carnon is, “а 
gnat on an elephant's arse". But the gnat 
is losing RTZ £lm a month. Without 
government help, RTZ will close Carnon 
in August. 

The mines are not big employers: 
directly, they account for only 1,600 jobs 
out of a total Cornish workforce of more 
than 173,000. But mining is highly paid, 
in a county which last year had the lowest 
average weekly wage for men in Britain. 
And its collapse will hurt badly in the 
area in which it is concentrated. Pen- 
deen, on the lonely stretch of Atlantic 
under which Geevor miners mined, al- 
ready feels like a ghost town. 


capitalism. The latest boost comes from 
Mr Nigel Forman, a backbench Conser- 
vative, who will next week table a new 
clause to the finance bill, currently in its 
House of Commons committee stage. 

Mr Forman would like to make compa- 
nies with executive share-option schemes 
offer similar plans to all employees before 
they can qualify for tax relief. The gov- 
ernment itself has said that it wants such 
companies to offer a scheme to all em- 
ployees although it has not wanted to 
extend the tax breaks. Mr Forman also 
wants tax reliefs for banks and companies 
to encourage the setting up of trusts to 
hold shares for employees. These would 
be similar to the American concept of 
employee-stock-ownership plans (ESOPs). 

The third of Mr Forman's goals is to 
relieve family firms of capital-gains and 
inheritance taxes if they hand over con- 
trol of the company to an employee trust. 
Family businesses with succession prob- 
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Cornishmen are romantic about their 
industrial roots, and say the county's 
cream-tea image has been forced on it by 
circumstance. Although the heyday of 
tin mining in Cornwall was over by the 
time of the Kaiser's war, it spawned an 
engineering industry which flourished 
between the wars. This, too, has de- 
clined: steadily since 1945, and suddenly 
in the 1980s. Fishing has come and gone 
twice this century; first the pilchards 
disappeared in the 1900s, and then all 
the mackerel were fished out at the end 
of the 1970s, 

So Cornwall has fallen back on “ет- 
mets", an old Cornish word for ant now 
applied to tourists. Tourism generates 
some 19,000 jobs to manufacturing's 
17,000. That may be its limit. The num- 
ber of visitors to Cornwall hit a peak of 
3.4m in 1978. 





With unemployment always high by 
southern English standards, and now 
nearly 19%, Cornwall has received re- 
gional aid from central government ever 
since this was invented in 1958 (al- 
though, in December 1984, three of the 
county's 11 areas lost their assisted-area 
tag). Its poverty has made Cornwall 
eligible for EEC assistance of £112m in 
the decade to 1986. t 

In spite of poor economic prospects, 
people are flocking to the county at a 
rate of 4,000-6,000 a year. Its population 
rose by 12% in the ten years to 1981, 
even though there are more deaths than 
births. Outsiders think people go to the 
beautifully wild west to die. Not so, say 
bemused county officials. Statistics from 
doctors, the only ones available on the 
migrants, show them to be young and fit. 
But who are these Britons who get on 
their bikes and pedal in the wrong direc- 
tion? The county council lacks the cash 
to find out. 

















































lems are often promising candidates for 
employee ownership. Mr Philip Baxen- 
dale did not want his Baxi Heating Part- 
nership to be bought by a competitor: the 
firm is now owned by a trust which is 
gradually distributing shares to individual 
employees. 

Mr Forman's clause is not likely to be 
adopted in its entirety. The fiercest oppo- 
sition will come from those Tory mem- 
bers of Parliament who see the whole 
thing as dangerously radical stuff, likely 
to hand control of British industry over to 
those whose proper place is to labour in 
it. t 

But as the government cannot afford to 
appear hostile to employee ownership, it 
may adopt some of Mr Forman's ideas, 
perhaps introducing them, along with the 
chancellor's much narrower profit-shar- 
ing proposals, in a new finance bill next 
year. Many Tories favour employee own- 
ership: in America ESOPs were the brain- 


ft Se c: ASV Аллы Ceu Шыр м, ADM 22. а 







child of the right; and Mr Baxendale 
describes himself as a “radical Тогу”. 

If the government does not embrace 
the cause as its own, it will hand the 
Labour party an opportunity to do so 
instead. The best way for Labour to get 
out of its difficulties over industrial-rela- 
tions policy is quite clearly to combine its 
talks with the unions on labour law with a 
promise of rights to employee involve- 
ment and consultation. 

Employee ownership would fit in well 
with this policy, and would also provide 
the party with an imaginative response to 
privatised industries. The wing of the 
party which would decry such ideas as 
class collaboration is already in retreat. 
The unions themselves, long hostile to 
alternative forms of ownership, are think- 
ing again. Mr Forman’s ideas resemble 
nothing so much as a proposal for British 
ESOPs put forward by Unity Trust, the 
trade-union-owned bank. 
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oh Virgin Atlantic апа People Express 
won permission from regulators to 
ut their cheapest London-Newark 
air fare to £56 and to £66 
espectively, making it less 
xpensive to fly to America than to 
most places in Europe. 











nerican bfficials sought to 
liscourage Miguel de la Madrid' s 

‚ government, and the foreign- 

| exchange markets, from thinking. that 
Mexico should unilaterally limit 








3 foreign debts. 





Poland feachied agreement with its 

. bankers to reschedule 95% of the 

< |- $800m of loan repayments falling 
^|. due this year. 











< |- The price of platinum rose on fears 
|. that political violence in South Africa 
, might disrupt supplies. 


Schroders, a British merchant bank, 
paying $100m to acquire a 50% 
ike in Wertheim & Co, a New 
‘investment bank. 


Tightened foreign investment rules 

equire that local citizens in future 

«t. own at least 51% of joint ventures 
_ in Kenya. 


< Drug companies withdrew children’s 
| aspirin from sale in Britain, because 
| of a suspected link with a rare 
"disease called Reye's syndrome. 





_ Japan's Ministry of International 
Trade and industry asked Japanese 
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payments on he nearly $100 billion of 
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SINESS THIS WEEK 


motor firms voluntarily to limit their 
car exports to- Europe. So far this 
year they are up 92%. 


Legislation was passed making it. 
easier for French bosses to sack 
their workers. - 


Norway faces the threat of a 

г complete ban on its fish exports to 
America if it continues to kill whales 
in the North Atlantic in defiance of an 
international moratorium on 
commercial whaling. 


The Chirac cabinet approved a bill to 
privatise TF-1, France's first 
television channel, and to cancel 
concessions awarded to two new 
private companies by the former 
Socialist government defeated in the 
March elections. 


Cable and Wireless and C. Itoh are 

“thinking of setting up a joint venture 
to compete with Kokusai Denshin 
Denwa which has a monopoly on 
Japan's international telephone 
business. 


Kiribati became the 150th member 
of the International Monetary Fund. 
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Dixons, an electrical retailer, raised - 
its bid for Britain's Woolworth by 
£350m to £1.8 billion. 


The British government decided not 
to impose a statutory duty on 
auditors to inform regulators of 
suspected fraud and other misdeeds- 
they discover in poring over . i 
companies’ books—but it wants the - 


| accountants to come:up with =. 
‘guidelines for promoting the investor. 


| Fujitsu plans to make 256K dynamic | | 


random access memory chips іп > 
Singapore because a stronger yen 
has made chips manufacturedin ~ 
Japan less competitive. 


The Swiss parliament rejected a plan 
to raise oil taxes as prices fall. 


America's Federal Housing 
Authority reached its credit limit and. 
has suspended its mortgage- ·. 
insurance scheme. 


The insider-trading scandal. 
touched E. F. Hutton. The sec 

started investigating the conduct of 
Robert Wilkis, who recently resigned 
as a vice president of the New York- 
brokerage house. i 


Retailer Marks & Spencer. became. 
the first British firm—and the first 
retailer—to issue a AAA- -rated 
Eurobond. 


Economic and financial Indicators n r 


are on pages 95-96. 


The Italian state-controlled carmaker is being eyed by Ford: MT UE 






















Y Mar 31 91? -3 1,530 -2 The British central heating and packaging. group said it had es 
| E - emerged “from a long period of consolidation", USE 
Миг Y Mar 31 136 ~36 9,550 +4 Тһе Japanese electronics company has been hurt Бу а эр in i : 
bc the world market for semiconductors as well as the stronger yen. 
Multi-Pu Y Dec.31 (77) t 260 +2 Тһе conglomerate made the biggest loss ever sustained by a 
-Holdings publicly-quoted Malaysian company. . E 
SMH Ү Dec 31 25 +128 730 +14 The big Swiss watchmaking group profited mightily from the 8 Sm Hpg 
Ge D І Swatches it sold fast year. epu 
Sven: F Apr 30 156 +80 — — Sweden's second largest commercial bank has benefited fron 1 
lower interest rates, which lowered its cost of funds and brought it 
big capital gains on its bond portfolio. i : 
Ү Mar 29 27t +29 210 +4 A bid for the British chinaware firm from London- International: 


Group was referred to the monopolies commission this week. 











ear ended. F = Four months ended. () = Loss. “Converted at average exchange rates. “Based on юса! currency figures. ў = Pre tax profit. + = Profitin previous period. 




















These Bonds having: been sold outside Саада and: the United States о of America, ш, Paks s 
this announcement appears as a matter of record only. Bum qt m 
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West Germany 


% change on previous year 





The boom that deafens 
‘Helmut Kohl 


The West German economy stalled in the 
first quarter of this year. Real GNP was 
14% lower than in the last three months 
of 1985. Most of the country’s economic 
soothsayers are nonetheless sticking with 
their predictions that the country’s GNP 
will grow by 3-33% in both 1986 and 1987 
as the benefits of lower oil prices and 
interest rates feed through. Significantly, 
that growth will be fuelled by demand at 
home rather than by exports. So do not 
expect Mr Helmut Kohl, the West Ger- 
man chancellor, to listen to international 
calls for his country to stimulate domestic 
demand (and hence the world economy) 
any more than he has done so far. 

In 1984 and 1985, West German do- 
nestic demand grew at an average rate of 
vnly 1.7%. It is forecast to expand by 4- 
43% this year and next (see chart 1). Big 
rises in real personal disposable in- 
comes—up maybe 54% in 1986—are ex- 
pected to send consumers on a spending 
spree; and fatter profits and lower inter- 
est rates to help sustain the boom in 
capital spending. Last year's 9% increase 
in investment in plant and machinery 
could be repeated in 1986. 

The combination of stronger domestic 
demand and the D-mark's 55% rise 
against the dollar since February 1985 
should eventually make West Germany's 
trade surplus ($29 billion in 1985) 
shrink—but not as fast as the Reagan 
administration would like. In 1986, the 
country faces the embarrassment of an 
even bigger surplus because trade prices 
react more quickly than trade volumes to 
currency movements. The OECD expects 
the trade surplus to hit $50 billion this 
year, and the current-account surplus to 
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Ratio of exports to imports 
First quarter 1985 = 100 


FRANKFURT AND MUNICH 


rise to $29 billion. But the volume of 
trade is already moving in the right direc- 
tion: chart 2 shows that the ratio of the 
volume of exports to imports fell in the 
year to March; but because import prices 
fell sharply, the trade surplus continued 
to widen. 

The trade surplus will probably start to 
shrink in 1987, but at current exchange 
rates it will remain large. Most West 


"German exporters think that, despite the 


cheaper dollar, they will retain their 
American markets. Unlike Japanese ex- 
porters, who compete as much on price as 
on quality and punctual delivery, the 
strength of West German exporters lies in 
specialised capital goods that are less 
vulnerable to currency fluctuations be- 
cause customers are less price sensitive. . 

Moreover, America accounts for only 
10% of West Germany's total exports, 
compared with 37% of Japan's. West 
German exporters stand to gain from 
stronger demand in Europe, where their 
goods remain highly competitive. Two- 
thirds of all their exports go to Europe, so 
a 2% increase in them would more than 
compensate for a 10% fall in exports to 
the United States. 

West Germans still fret about inflation- 
ary pressures. Consumer prices fell by 
0.3% in the year to May, yet the Bundes- 
bank (with the support of West Germa- 
ny's five leading economic institutes—see 
page 58) has refused to follow the latest 
interest-rate cut in America and Japan 
because it is agitated about the pace of 
monetary expansion. Central bank mon- 
ey, one closely-watched measure of the 
money supply, has grown at an annual 
rate of 8.2% this year—well above the 


Tax rates!,1985 as % of income 
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* OECO forecasts t Single person including social security contributions 


target of 31-5195. 

The authorities also worry that cheaper 
prices are solely the result of cheaper 
imports. Domestically generated infla- 
tion—measüred by the GNP deflator—is 
expected to accelerate from 2.196 in 1985 
to around 3% this year because of higher 
pay settlements. 

Only the level of unemployment— 
9.0% of the labour force—looks set to 
mar West Germany's splendid perfor- 
mance on growth and inflation. Unem- 
ployment has fallen slightly this year, but 
few forecasters expect any significant 
drop in the total before 1990, when demo- 
graphic changes look set to bring a de- 
cline in the labour force. 

Unemployment is patchy. For exam- 
ple, in Baden-Württemberg in the south, 
the rate is only 5% and firms are crying 
out for skilled workers. In Bremen in the 
north, unemployment exceeds 1596. Yet, 





In spring there will be growth 
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Stoltenberg gives little away 


despite this gap, wage differentials by 
region and skill—already much smaller 
than in other countries—have tended to 
narrow. Unemployed West Germans are 
even more reluctant than unemployed 
Britons to get on their bicycles to look for 
a job. 

The government came to power with 
two economic goals. The first—to put 










West Germany's economic institutes 
make headlines with their semi-annual 
reports on the state of the country's 
economy. A year ago, the five main 
institutes recommended accelerated tax 
cuts to stimulate growth. Today, they 
think that the economy, which they say 
will grow by 3.5% this year, is expanding 
nicely enough and that interest-rate cuts 
would only bring a hazardous increase in 
monetary growth. Yet, though the insti- 
tutes are influential, few who read their 
recommendations on interest rates—or 
their prediction of another record West 
German trade surplus this year—have 
more than a vague idea of what the 
institutes are. 
Located in Essen, Hamburg, Kiel, 
Munich and West Berlin, the five reflect 
_ West Germany's federal structure. After 
1945, the western allies wanted to limit 
the scope of the federal Economics Min- 
istry in Bonn as part of a general policy 
of decentralisation. As a result, the insti- 
tutes took on research and analysis that 
would have been done in other countries 
by a centralised ministry or, at least, in 
the capital. 
West Germany’s federal structure and 
the varied interests of the men running 
the institutes give each of them a special 


public finances in order and provide a 
stable macroeconomic environment—has 
been achieved. The second—to free mar- 
ket forces by cutting taxes and subsidies, 
and dismantling regulations—has not. Mr 
Gerhard Stoltenberg, the finance minis- 
ter, has done little to relieve the tax 
burden, while allowing subsidies to indus- 
try to continue to rise, to an estimated 
64% of GNP. The two-stage tax cuts in 
1986 and 1988 will barely offset the effects 
of inflation since 1982. West Germans 
face some of the highest tax rates in the 
OECD. A single person on average earn- 
ings hands over 37% of it in tax and social 
security and his marginal tax rate is 59% 
(see chart 3 on page 57). Companies also 
bear a heavy burden: profits are taxed at 
arate of 63%. 

At the same time, West German busi- 
nessmen complain the economy is stran- 
gled by regulations that discourage firms 
from hiring new labour and prevent new 
firms from setting up. Little wonder, they 
say, that the black economy is thought to 
be about 10% of GNP. They think Ameri- 
ca should spend less time urging the West 
German government to stimulate de- 
mand and more urging it to stimulate 
markets by a package (including selective 
tax cuts) that improves incentives. That 
package could be financed by trimming 
subsidies. 


Views of the famous five 


BONN 


character. The Deutsches Institut fir 
Wirtschaftsforschung (DIW), in a leafy 
suburb of West Berlin, follows economic 
relations between the two Germanies 
and east-west trade in general. The 
Rheinisch-Westfálisches Institut für 
Wirtschaftsforschung in Essen watches 
over the Ruhr. The Institut für Wirt- 
schaftsforschung in Hamburg (HWWA) 
has a particular interest in trade and the 
world economy, as befits an organisation 
in a great commercial city. 

The institutes in Munich and Kiel have 
built up wider roles for themselves. Mu- 
nich’s 1FO-Institut für Wirtschaftsfor- 
schung specialises in economic and in- 
dustrial reports and forecasts. The 
Institut für Weltwirtschaft in Kiel is 
concerned with world economic devel- 
opments. Its president, Mr Herbert 
Giersch, made a name for himself with 
exchange-rate analysis in the 1960s and 
1970s, pressing the claims of flexible 
rates. At home, the Kiel Institute is 
known as a strong advocate of free 
markets and price stability, 

This results in Kiel being seen as a 
right-wing standard bearer, while the 
piwin West Berlin feels at home with the 
Social Democrats. It has traditionally 
taken a friendlier attitude towards state 
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Aspirin 
Not for children 


Britain's health authorities have advised 
that aspirin should not be given to chil- 
dren under the age of 12 except on 
doctor's orders. So-called junior aspirin 
products have been taken off the chem- 
ists’ shelves and drug-makers are rushing 
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intervention. The other three institutes 
are, in general, politically neutral. 

This does not mean that Mr Giersch 
and his colleagues line up uncritically 
behind the centre-right parties now in 
power. Last year, the Kiel Institute gave 
the federal’ government a knock with a 
report which showed how little it had 
done to hold down state subsidies. It 
argued that 1.1m jobs could be created 
over five years through tax cuts financed 
by slashing subsidies. 

When they are not giving macroeco- 
nomic advice, the institutes keep busy 
with more detailed analysis for industry 
and for state and federal ministries. This 
revenue is added to the money they get 
from central and state governments and 
from local sources. They also receive a 
steady flow of foreign visitors. East Eu- 
ropeans regularly travel to West Germa- 
ny's main economics library at the Kiel 
Institute, where they find more readily- 
available material about their own coun- 
tries than they do at home. 

The institutes’ impact on government 
policy remains intangible. Some of their 
economists think that the best they can 
hope for is an indirect influence, mainly 
through the press and television. Others 
think that, while they cannot convert 
politicians overnight, they can influence 
policies in the long term by a consistent 
flow of analysis which, with luck, forms 
the basis of a fresh consensus. 
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relabel their adult formulations. 
Aspitin, more accurately known as ace- 
сус acid, is found in the bark of 
low tree. Felix Hoffman, a chem- 
.. ist, discovered it at the end of the nine- 
" teenth century while working on a drug to 
"relieve his father's arthritis. Recently 
7 there has been concern that aspirin may 
27 cause Reye's syndrome, a rare brain and 
"liver disease that affects about 50 British 
children each year, half of whom die. 
Studies in America convinced the Food 
nd Drug Administration that aspirin 
should not be given to youngsters; when 
this was publicised, the incidence of 
Reye's syndrome halved. 
`The market for junior aspirin in Britain 
is profitable but small, producing garn- 
ings of around £1m a year on sales of £3m. 
Its loss will have little effect on the big 






















Exxon, for years undisputedly number 
-. one in the oil industry, is doing wonders 
for its shareholders by adopting two un- 
‘usual tactics: deliberately shrinking its 
„<: business and being gloomy. about. the 
future. On several key measures—eg, 
-. gross sales, proven oil reserves and num- 

T of employees—Exxon is happily al- 







ту traditional number 
‘Anglo-Dutch Shell group. 
A few.years back, that would have 
“been cause for much corporate soul- 
"searching at Exxon's headquarters. To- 
: day, the management professes to. be 
unfazed. Profitability, it says, is what 
matters and Exxon still claims (о be top of 
' Big Oil's profitability league, with ап 
verage return оп shareholders’: funds 
-.&tween 1981 and 1985 of 17.1% (against 
Shell's 14.496). 
This devonon to money making, cou 
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The giant and the hatchet man 


wing itself to be overtaken by the indus- . 







`` fated 


























companies that dominate the market: 
Reckitt & Colman, Bristol-Myers and 
Boots. In its latest year, Reckitt earned a 
total of £125m, while Boots made £210m. 
Nor will the sales be irretrievable, the 
drug companies reckon that parents 
wanting painkillers for children will 
switch to paracetemol-based products— 
which Boots and Reckitt already offer. 

. What is worrying for the drug compa- 
nies is the possibility that the bad publici- 
ty could affect sales of all aspirin-based 
painkillers. They make up a large propor- 
tion of the £45m-worth of painkillers sold 
without a prescription in Britain each 
year. Such a reaction is unlikely: Never- 


theless, the aspirin-makers' advertising . 


campaign launched to warn parents 
against giving aspirin to children also 
emphasises aspirin's virtues. 





pled with Exxon's strong balance sheet 
(the ratio of net debt to shareholders' 
funds at the end of 1985 was 1696), has 
gone down well on Wall Street, where the 
company is seen as the safest haven. in an 
unsafe industry. While oil prices slip back 
towards $10 a barrel, their lowest for 13 
years, Exxon's shares are trading within à 
dollar or so of their all-time high. The 
company is now trying to parade its 
qualities before a wider audience of inves- 
tors: on June 6th, Exxon listed its shares 
on the London Stock Exchange. 

Mr Clifton .Garvin, a not-very-forth- 
coming chemical engineer, will retire as 
Exxon's chief executive at the end of this 
year after 11 years at the helm. He was 
one of the first to realise that the second 
oil-price rise in 1979-80 was going to lead 
to: hard times, not a bonanza, for the 
industry. Since the early 1980s, when oil 
demand started to fall sharply, Exxon has 
been tightening up. It has pulled out of 
markets it thinks have no future; shed 
surplus workers; aborted many of its ill- 
attempts... аг diversification; 
strengthened its balance sheet; and 
streamlined its organisation in a charac- 
teristically hard-nosed way. 

This year's crash in oil prices has made 
Mr Garvin and his colleagues' determina- 
tion to prepare for hard times look espe- 
cially savvy in an industry that borrowed 
billions to buy other companies' reserves 
on Wall Street at what now look like 
ridiculously inflated prices. Mr Garvin's 
dealings on Wall Street have been con- 
fined to the company he knows best. 
Since mid-1983, Exxon has spent about $7 
billion buying back 17% of its own shares.. 
The share repurchases have been a main 


reason why. Exxon has been able to in- 


When will they fit 





crease earnings per share over г the | 
five years, while net income 
largely static and revenues bave 
falling sharply. 

Over those five years, Exxon’ ss 
oil have fallen by 11% in volume, those of 
gas by 15%. Revenues from oil and gas 
over the five years have fallen even faster, 
by 20%. Lower demand is not the only 
reason: Exxon has pulled out of a number 
of markets, including some in Scandina: 
via and East Asia. It now operates in 
about 80 countries. A few years ago, says 
Mr Garvin, that figure would have been. 
more like 100. After a relatively slo 
start, the group has also hacke 
worldwide refinery capacity—by q 
ter since 1980. ` S 

opio jees have felt the sharpe 
of Mr Garvin's ‘hatchet. Exxon's work. 
force has been trimmed from 180,000 in 
1981 to 146,000 at the end of last у 
Many more are still to go. Some 15% of 
the group's 40,000 employees in the Unit- 
ed States are being offered voluntary 
redundancy in а deal announced in May, 
and an unspecified number of others will 
go as a result of a brutal reorganisation of 
Exxon's corporate structure, announced 
in March. 

The company's seven regional and op- 
erating divisions outside North America: 
are being contracted into one to form the 
third of what will in future be. three 
divisions, alongside Exxon USA and Impe- 
rial Oil, Exxon's Canadian subsidiary. 
Exxon’s capital spending. this year has 
been cut back by 26% to $8 billion. | 

Like one or two other cash-rich. oil 
companies (eg, BP and Shell), Exxon. 
remains pessimistic about the oil price: its 
planners appear to reckon. oil at $15 а 
barrel could last for several years. Odd 
how companies with much: weaker bal- 
ance sheets tend to be more реВ about : 
the price of oil. 


Hotels in China 



































the bill? 


“HONGKONG 


Regular travellers to China are used t 
misplaced hotel reservations, down-at 
heel rooms and surly service. So it seems 
odd that Mr Goh Keng Swee, a former 
finance minister of Singapore and now an. 
adviser to the Chinese government, is. 
urging an end to the help that China gets: 
from international hotel groups in devel- 
oping its hotel and tourism industry. The 
cynics’ explanation for Mr Goh's advice is 
that he wants to divert China's hotel- 
management contracts to Singapore's 
own depressed hotel industry, away from 
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Great Wall, not-so-great service | 


Hongkong where much of China’s inter- 
national hotel industry is at present ser- 
viced and trained. 

China hopes to have 40,000 hotel beds 
by the end of this decade to cope with a 
steady flow of foreign tourists. But the 
country’s hoteliers still have a lot to learn. 
To date, they have been quicker to adopt 
international room tariffs than interna- 
tional standards of cleanliness or service. 
Although many first-time tourists to Chi- 
na intend never to return (day-trippers 
from Hongkong are often just as disap- 
pointed with the tourist sites they see as 
longer-term visitors are with the beds 
they sleep in) there are still enough visi- 
tors, and not enough beds, to maintain 
the high tariffs. 

The Jianguo Hotel in Peking, currently 
the first choice of business travellers, can 
ask $117 a night for a single room. 
Regulars complain that the rooms are too 
dark even in daytime for detailed paper- 
work, and nobody is allowed to stay on 
after the mid-day checkout, despite the 
fact that the most popular flight to Hong- 
kong takes off at six in the evening. The 
Jin Jiang Hotel, the best in Shanghai 
(where the room shortage is most acute), 
charges $80 a night for a single room— 
and does not take American Express. 
With the exception of Guangzhou's ho- 
tels, close enough to pick up some of 
Hongkong’s drive, hotels in China give 
rotten value for money. 

Although foreign investment in China 
fell in the first four months of this year, 
hotels are still popular because, of all the 
types of foreign investment possible, they 
offer the surest return of foreign ex- 
change. (Some 19 new hotels for the 
Shenzhen economic zone alone are 


New tests for new products 


Many American companies are fed up 
with the standard procedure for test 
marketing their products. The usual try- 
out in three or four cities can cost around 
$1.5m, take nine months to assess and 
more often than not tell them the prod- 
uct is a dud. So Management Decision 
Systems, a Massachusetts market-re- 
search company; has developed another 
way. Called “Mall Intercept”, it is catch- 
ing on. After some 400 trials, it is now 
standard practice for about 100 compa- 
nies, including Procter & Gamble, L’O- 
réal and Unilever. 

* Shoppers are enticed by a $2 gift to 
walk into a van in a shopping mall. In 
this simulated supermarket, they see a 
range of soaps or cereals on shelves 
(including the new product) and choose 
a brand. There are telephone follow-ups 
three weeks later to see if consumers 
who bought a product in the van would 
do so again. It costs around $50,000 to 
bag 300 consumers in three different 
malls over three days. The results are 
produced in less than three months, with 
a rate of errors that companies find 
acceptable. 

An even newer method of product 
testing has been developed by a Chicago 
market-research company called Infor- 
mation Resources (which now owns 


planned.) China's current clampdown on 
new construction has pushed these new 
investors into renovating old hotels and 
investing in less popular areas, such as the 
deal signed last year for the $20m renova- 
tion of the Ningbo Overseas Chinese 
Hotel near Shanghai by Hongkong’s Far 
East Hotels and Entertainment company. 

The top international hotel chains are 
still leery of China. Last year, the Hilton 
group found a Hongkong partner with 
whom it took a 90% stake in the new 
Hilton Hotel in Shanghai. But the chain 
had been looking at Chinese hotel pro- 
jects since the early 1970s. After consid- 
ering some 20-30 feasibility studies, it has 
found nothing attractive other than the 
Shanghai deal. Mr Derek Davies, Hong- 
kong Land’s managing director, said re- 
cently that his group’s Mandarin Oriental 
hotels would not risk depreciating its 
prestige with a hotel in China before the 
market was ready. The Peninsula group, 
the most intrepid of the top-notch hotel 
chains and the first into China, currently 
manages both the Jianguo Hotel in Pe- 
king and the Garden Hotel in Guang- 
zhou. The Sheraton group has taken on 
the management of the financially-trou- 
bled Great Wall Hotel in Peking and will 
be managing the opening of another hotel 
in Shanghai by the end of this year where 


BOSTON 


Management Decision Systems). It is 
called “Behaviour Scan" and has 
aroused fears of Big Brother. Its test 
patches are six areas where the popula- 
tion does almost all its supermarket 
shopping locally. Pittsfield, Mass- 
achusetts, is one of them. In return for a 
gift (a toaster, for example), 25,000 
consumers in each area, all of whom 
have cable television at home, agree to 
allow the details of their grocery bills to 
be filed in a computer. 

With the aid of a widget linked to the 
consumers’ televisions, the advertise- 
ments that they watch are monitored. 
This behaviour is then compared with 
their supermarket shopping. Companies 
can tailor their advertisements according 
to what they learn from the scans—for 
old products as well as for new ones. 





the room shortage virtually assures it of 
100% occupancy all year round. 

Perhaps best able to cope with the 
middle-class tourists to come is Holiday 
Inn: the chain already manages the Lido 
Hotel in Peking and is adding hotels in 
Xian, Guangzhou, Xiaman and even in 
Lhasa in Tibet. However, fierce new 
competition for hotel-management con 
tracts may well come from the Japanese— 
led by the Okura group—if the Chinese 
sensibly ignore Mr Goh’s advice. 


Indian grain 


More bread, thinly 
sliced 


India has, if not a grain mountain, at least 
a sizeable and growing hill. Stocks of 
wheat and rice stood at 24m tonnes at the 
beginning of 1986, compared with 22.4m 
tonnes a year earlier. And that was after 
particularly poor rainfall in the 1984-85 
season, which brought food-grain produc- 
tion down 5% below the previous year’s 
level. Last year’s monsoon was better: the 
1985-86 production is reckoned to be up 
by 3% and stocks are rising. In Punjab, 
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"s so expensive for nations to grow old — 


. The ratio of a country’s public-sector debt to its anp is а handy thermom- 
eter of the health of a government's finances. But it can conceal as much 






asit reveals. in particular, it does not make any allowance for the future 
liabilities of today's public pension plans. As populations age into the next 


pressures on many governments 


Ла the 1970s and early 1980s, the ratio of 

: public-sector debt to GNP rose sharply in 
. most OECD countries as governments 
borrowed more to finance increasingly 
large budget deficits. In 1970, both Ja- 
pan and West Germany had negative 
public debts—ie, the governments’ fi- 
C nancial assets exceeded their liabilities. 
By 1984, Japan's debt had risen to 26% 
of GNP.and West Germany's to 23%. 
America’s debt ratio fell during the 
_ 1970s, but in the five years to 1985 it 
- m 20% 10 30%. Of the big 
















| the debt ratio fallen over the past 15 
years, from 75% to 48%; this was due 
тоге to inflation than financial 
prudence. ds 
Governments are fretting about. the 
build-up of public debt for two reasons: 
€. Higher borrowing this year raises next 
‘year’s interest bill and forces. govern- 
„ments to borrow even more. If interest 
“yates are higher than the. growth in 
nominal GNP, there is a risk that the debt 
> ratio will spiral out of control. To pre- 


` pon-interest expenditure cut, restricting 
the government's flexibility over fiscal 
policy. Italy has already fallen into a 


| ['Netdebt-to-GNP ratios 

24 1970-85 actual 

1986-2010 projections 
Source: OECD. 
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economies, only in Britain ћаѕ 


vent this, taxes must be increased or © 


2. ASSUMING no change in 
pension costs 


uma Taking account of 
demographic changes 


н United States 


, the rising cost of state pensions will impose severe budgetary 


“debt trap": its net public debt is almost 
100% of GNP and its annual interest 


-. payments 16% of GNP. 


@ Higher public debt may create fears in 
financial markets that governments will 
try to "inflate their way out of trouble" 
to cut the real value of their outstanding 
debt. Such fears will make investors 
demand higher interest rates. 

The dotted lines in the charts are the 
OECD's projections for debt-to-GNP ratios 
over the next 25 years if governments 
maintain the non-interest part of their 


"budgets constant as a proportion of GNP. 


The charts underline the urgent need for 
fiscal restraint in America and Italy: the 
debt ratio more than doubles in both 
countries by- 2010. However, if Japan 
and. West Germany continue to restrict 
their budget deficits to less than 1% of 
GNP, their public debt will practically 
vanish by 2010. 


The cost of more grannies 

There is no consensus on what is the 
“optimal” debt-to-GNP ratio, just a pre- 
sumption that a rising ratio is bad апа a 
falling one is good. However, crude 
projections of public debt may give a 
misleading picture. For example, a fall- 









. 2010. The ratio of British pensioners to 






































ing debt ratio does not reflect an improv- ^ 
ing financial position if it is achieved by. 
flogging off public assets, or by slashing — 
productive investment and hence reduc- 
ing future revenues. "E 

An even bigger failing is that public- 
debt ratios do. not take account of a 
government's future pension . obliga- 
tions. Over the next 25 years, many ^. 
countries will see a huge increase in the” 





Ageing of populations 
Number of pensioners as % of labour for 
"^ 5/1985 | 


US 240 256 
Japan 183 40:1: 
W Germany 29.0 40.8 
France 310 395 
Britain 303 28.1 
italy 271 33.6 
Canada 16.0 22.6 
* OECO projections 


number of their pensioners, while the 
workforce-——which has to pick up the bill 
for state pensions—will stagnate or, as in 
West Germany, even shrink. The num- 
ber of pensioners in Japan is expected to 
rise as a proportion of the working 
population from 18% in 1985 to 40% by 
2010; in West Germany the proportion 
will increase from 29% to 41% (and to 
an awesome 64% by 2030); and іп 
France from 31% to 40%. 

The solid line in the chart shows what 
might happen to public-debt ratios if the 
cost of state pensions ‘automatically 
moves inline with demographic changes, 
while all other expenditure and taxes 
remain constant as a proportion of GNP. 
The OECD has also taken account of the 
maturing of pension schemes in Japan 
and Britain,’ where--under existing 
schemes—future pensioners will be enti- 
tied to more generous benefits. ~ E 

In America, these considerations tow- 
er.the future path of the debt ratio - 
because immigration and higher birth... 
tates imply favourable. demographic .. 
movements. Elsewhere, particularly in^ =] 
Japan, West Germany and Britain, it 
makes government finances look a lot 
less. comfortable. In Britain, the debt | 
ratio could rise from 4895 to 135% by 


workers will fall slightly, but benefits per. | 
person will rise rapidly under the existing... 
state earnings-related- pension system... 
Japan's debt-to-GNP ratio could rise to 
over 100% and West Germany's to 85%. 
This helps to explain the reluctance of 
Japan and West Germany to relax their т 
fiscal policies. To halt the explosion of. 
debt, they wil face the urenviable 
choice between reducing pension entitles] 
ments, cutting other expenditure, or in- > 
creasing tàxes by the end of the century. . 
Any relaxation now and they will face an 
even harder task in the future. 


| 
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The living fields 
which provides the government with 65% 
of its food-grain purchases, farmers com- 
plain that their barns are overflowing. 

All this is thanks to investment in high- 
yielding seeds, irrigation and fertilisers, 
which have tripled wheat production 
since the mid-1960s. The costs are high: 
fertiliser subsidies for 1985-86 cost the 
government some 20 billion rupees ($1.6 
billion). 

The policy has generated visible pros- 
perity in the wheat- and rice-producing 
areas—and not just among the big farm- 
ers who can get loans to buy pumps and 
fertiliser. Two, even three crops a year 
mean more jobs for the landless—in Pun- 
jab in particular. 

Much of the rest of India, however, 
could do with a bit of the food-grain 
surplus—39% of Indians still live below 
the official poverty line. The government 
has a scheme for distributing subsidised 
food-grains, but it is in an administrative 
mess. The food goes mostly to relatively 
well-off town dwellers. 

While concentrating on increasing pro- 
duction of wheat and rice, Indian govern- 
ments have neglected other crops. So 
food still has to be imported. There is no 
good reason why India should not pro- 
duce more pulses (a staple food of the 
poorest) or oilseeds. In 1984-85, some 8.3 
billion rupees’ worth of edible oils were 
imported, accounting for 5% of the coun- 
try’s total import bill. Little effort has 
gone into developing high-yielding variet- 
ies of crops other than wheat and rice. 

Prices have been geared to make wheat 
and rice more profitable than other crops, 
and the strength of the farmers’ lobby 
ensures that prices are not allowed to 
slide. Indeed, food-grain prices have ris- 
en by 18% in the past year alone. Punjab 
makes the politics of food-grain pricing 


even more tricky: in the midst of the 
state’s political ferment, the government 
has no wish to anger the farmers there by 
squeezing their profits. Last year, the 
prime minister announced an exclusive 
bonus for Punjab’s farmers of 50 rupees 
per tonne of wheat. 


Japan-US trade 


Turbulence over 
Kansai 


TOKYO 


The latest trade row between Japan and 
America centres on the absence of an 
open, international tender for a contract 
to build an $8 billion airport in Osaka 
Bay. Although it became plain more than 
a year ago that the Kansai International 
Airport Company (KIAC) would not fol- 
low the standard international practice of 
advertising for bids, American senators 
have only just noticed. They have com- 
plained in recent committee hearings that 
it symbolises how closed the Japanese 
keep their market. Unfortunately, it also 
symbolises how feeble many western 
companies are in selling to Japan. 

Mr Yoshio Takeuchi, the head of KIAC, 


is trying to hush complaints in the Senate 
by hinting that Bechtel, a big American 
construction group that counted Mr 
George Shultz and Mr Casper Weinber- 
ger among its top executives before they 
joined the Reagan administration, will be 
invited to join a group of six companies 
that will design and plan the airport. He 
still says there will be no open tender 
because it would delay the project. The 
invitation to Bechtel (no contract has 
been signed) is a typical Japanese trade 
ploy: make a token gesture to defuse 
criticism, but do not give way on a 
principle. 

The heart of the issue is cultural: how 
business is done in Japan and whether 
foreign companies can adapt to local 
practices. The airport, which will be start- 
ed later this year, is one of the biggest 
projects planned in Japan for the rest ^* 
this century. Any group, foreign or Jap 


nese, can apply for contracts with KIAC, a * 


quasi-governmental organisation that is 
building the airport. Contracts will go to 
those that get close to KIAC and to the 
Ministry of Transport and painstakingly 
inform the bureaucrats of what they have 
to offer. Connections matter. 

Britain's consulate in Osaka bemoans 
the fact that not one British businessman 
has visited Osaka to look for airport 


Japan's critical workers 


Workers in Japan are much less likely 
than most to recommend their company 
as a good place to work. Fewer than half 
(47%) do so, compared with four-fifths 
of workers in Australia, Brazil and Can- 
ada. Another surprising finding in the 
same survey of employee attitudes car- 
ried out by International Survey Re- 
search (ISR), a Chicago consultancy, is 
that 82% of workers in Singapore are 
confident they can rely on their boss to 
do something about unsafe working con- 
ditions once he is alerted to them, com- 
pared with only 50% of workers in West 
Germany. 

How significant are these numbers, a 
by-product of ISR's main business of 
surveying employees of client companies 
to find out what, for instance, they think 
of their immediate boss, their pay or the 
company's marketing strategy? They 
cannot be taken too seriously. Employ- 
ees' expectations, and the conditions 


What employees think 


Percent giving favourable response to: 
pany — Pay 
t 


Brazil T 70 


West Germany 64 


Britain 59 
о? States 55 


GR 


65 


28 
$8225 


58 
g 


47 
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they see around them, have а lot to do 
with the way they rate their own employ- 
er, Working conditions may not be safer 
in Singapore than in West Germany; it 
may just be that Germans expect them to 
be safer, and grumble more when they 
are not. 

Japan's poor rating (it comes bottom 
or next-to-bottom in nine of the 14 
categories) can be put down in part to 
the way that Japanese employees are 
encouraged to take an abiding interest in 
their company’s progress (or lack of it). 
All the same, the Japanese findings are 
surprising. Results from earlier national 
surveys which have asked the same ques- 
tions of a similar sample show that the 
Japanese score has declined steadily on 
almost all of the questions. In 1984, 83% 
of Japanese workers had nice things to 
say about their immediate boss; this 
year, only 66%. 

Under the job satisfaction heading (is 
the job worthwhile, does it offer an 
opportunity to use your abilities and so 
on), the Japanese score is down from 
85% to 70%—although that is still above 
the international average. A similar 
trend is seen in a study recently pub- 
lished by the Japanese prime minister's 
office which found that the proportion of 
young people who found their work a 
source of satisfaction had fallen from 
29% in 1971 to 20% in 1980. 
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business. It thinks that certain contracts 
are open to foreigners. America wants to 
use Osaka to push Japan into adopting 
the open bidding system for future big 
projects—including a $6.8 billion bridge 
across Tokyo Bay, a $5.5 billion bridge 
across the Akashi Straits linking Kobe to 
Shikoku island, and several other airport 
construction and improvement schemes. 
Though the Japanese system makes it 
hard for foreigners to get a bite of these 
projects, deals are not impossible. 


Tanker rates 


Work for idle hands 


Long-suffering tanker owners can at last 
afford a smile. Cheaper oil is encouraging 
consumers to replenish their stocks. As a 

esult, more and more crude is being 
shipped from oil-producing countries 
(mainly those in the Middle East) to oil- 
consuming ones. This has pushed up rates 
for tankers in which to ship the stuff by as 
much as a third. 

Howard Houlder, a ship broker, calcu- 
lates that in May a record 48.6m tons of 
oil was shifted by tanker from one part of 
the globe to another. Small wonder, then, 
that the cost of chartering a handy-sized 
tanker of 50,000-60,000 deadweight tons 
for a single voyage has risen by 30% in the 
past month or so; and single-voyage rates 
for a VLCC (very large crude carrier) of at 
least 160,000 tons by even more. A recent 
report by the City University Business 
School in London reckons that, by 1988, 
tanker prices may well have increased 
three-fold. 

Tanker owners have two reasons for 
thinking that, unlike previous тіпі- 
ooms (eg, in 1980), the present upturn 

ill not fizzle out as quickly as it ap- 
~ peared. Not only has cheaper oil boosted 
demand for crude shipments, but it has 
also cut shipping companies' fuel bills in 
half. Bunker charges (which apart from 
fuel costs include such things as port 
dues) have tumbled from around $140 a 
tonne at the beginning of the year to 
about $60 a tonne. Another reason for 
tanker owners' optimism is that, last year, 
a record 255 tankers were scrapped. This 
helped to reduce the amount of idle 
tonnage overhanging the market. 

The snag is that some 22m deadweight 
tons, 10% of today's tanker fleet, still 
remain laid up. Higher charter rates are 
already tempting speculative owners to 
bring some of their idle tonnage out of 
mothballs. One such is Loews Corpora- 
tion, the American hotels-to-insurance 
group. Over the past three years, it has 
spent $30m buying up tankers, some of 
which it may now put out to charter. 





Another drag on tanker rates is that, 
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Moving again 


hitherto, it has paid owners to “slow 
steam” their ships—ie, sail them at less 
than the speed at which they were de- 
signed in order to cut fuel bills and reduce 
excess capacity. The more oil prices fall, 
the more it pays owners to speed up their 
sailing times—which has the effect of 
increasing available tonnage and of de- 
pressing rates. 


American beer 
A bellyful of chic 


WASHINGTON, OC 


Health-conscious Americans have given 
their beer industry a hard time. Their 
desire for something they think will be 
easy on their shape has increased their 
taste for wine ‘‘coolers’’, which mix wine 
with soda and fruit juice, and for the low- 
calorie “light” beer brands. Light beers 
now account for over 20% of the total 
market, compared with only 13% as re- 
cently as 1980. 

Yet even American fitness-fiends, it 
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WORLD BUSINESS 


seems, can be persuaded to ignore their 
waistlines for a quality, chic product. 
Such beers—eg, Heineken from Holland, 
Becks from West Germany and Molson’s 
from Canada—have recently enjoyed 
regular annual volume growth in America 
of 8%. And small domestic “mi- 
crobreweries", producing more distinc- 
tive and tasty beers, are growing fast. 
There are now over 50 breweries produc- 
ing fewer than 15,000 barrels a year. (By 
comparison, Anheuser-Busch, the indus- 
try leader, has an annual capacity of 70m 
barrels.) Mr Daniel Bradford, who runs a 
brewing institute and beer festival in 
Boulder, Colorado, says another 90 bou- 
tique breweries are being discussed. 

One of these chic beers—Samuel Ad- 
ams Boston Lager, available only in New 
England and Washington, DC—won top 
honours at Mr Bradford's festival in 1984. 
It is made by a firm run by Mr Jim Koch, 
the sixth generation of his family to go 
into the brewing business but the first to 
do so with degrees from Harvard. 

Mr Koch doubts whether the large 
number of small breweries are in aggre- 
gate profitable, but is determined that his 
own operation will be. Though he has not 
yet opened his own brewery (he contracts 
his 15,000 barrels a year output to a small 
outfit in Pittsburgh), he has identified the 
people he must take on if he is to suc- 
ceed—ie, the foreigners. As a matter of 
pride, he ships 500 cases a month to West 
Germany, where he says American beer 
has traditionally been regarded as a joke. 
He has just taken out newspaper adver- 
tisements proclaiming “When America 
asked for Europe’s tired and poor, we 
didn’t mean their beer.” 

If he succeeds, it will be only partly 
because he has persuaded Americans to 
buy American. It will also be because he 
is going for quality as well as low vol- 
umes. He refuses to ship his beer such 
distances as might spoil it. But for this 
quality he expects the consumer to pay a 
premium; a bottle of Sam Adams sells for 
$3.25 in Washington bars, well over 50 
cents more than a light beer. 

























America's mortgage business has 
transformed itself in the past de- 
cade; This brief, based on a new 
Economist: Intelligence Unit. re- 
рой“ апа with the help of an 
accompanying box. to- translate 
the jargon, analyses the four 
most significant changes. These 
[e sov азы 

The development of the sec- 
ondary market for mortgages 
through “securitisation”. 





istruménts. ^^^ 00e 

"The spread of new computer 
networks for issuing and handling 
nortgages.. 

Ф The emergence of new, "non- 
traditional" “mortgage provid- 
ers-—groups like Sears, Roebuck, 
Prudential Insurance Company 
of America, First Boston and 
jeneral Motors. 

‘The key to all these changes is 
he growth of the secondary mar- 
et for mortgages. Until the 
1970s, this market was small. But 
as inflation. rose. and interest 
rates became more volatile, the 
principal providers: of. housing 
finance—savings and loan asso- 
ciations, savings banks and 
; mortgage bankers—found it in- 
creasingly dangerous. to finance 
long-term loans with short-term 
deposits. Selling off mortgages 


bundled up securitised mortgage 








Тһе growing sophistication of 


Securitising the American dream 





provided a perfect solution. In 
1978, $22.5 billion of mortgage- 
backed securities were sold: In 
1985, the figure had risen. to 
$147.9 billion. That is two-thirds 
of the amount of new mortgages 
issued. 

In 1985, $24.7 billion of these 
were private offerings (ie; those 
made by private financial. institu- 
tions rather than by government- 
sponsored agencies such as Fan- 
nie Mae). In the first two months 
of 1986 alone, private. issuers 
brought $19.5 billion-worth of 
mortgage-backed securities . to 
market, nearly four-fifths of the 
level achieved in all of 1985. 


Distribution is king 


Part of the reason for the surge in 
issues has been the success of the 
Collateralised Mortgage Obliga- 
tion (CMO—see box). CMOs are 
mortgages assembled, graded 
and cunningly repackaged to re- 
semble conventional treasury or 
corporate bonds in order to make 
them more attractive to institu- 


.tional investors, especially pen- 


sion funds, which dominate that 
field in America. In September 
1985, pension funds had $719 
billion in assets, of which 5.6%. 
or $40.2 billion, was in mortgage 
products. 





The development of the sec- 
ondary market created a unified. 


national market in wholesale 
mortgages. Computer technology 


and the entry of giant financial: 
conglomerates into the market- 


are new forces combining to cre- 
ate a common national retail 
market for mortgages as well... 
Mortgage rates and conditions 
vary widely -from institution to 
institution: earlier this year in 
New York city, 30-year fixed rate 
mortgages ranged from 11.5%. 
with an origination fee ("points 
in American mortgage jargon) of 
375. to 9.88%. with 2.5 origina- 
tion points. 
Such disparities have produced 
à rash of computer networks, 
which (1)-offer homebuyers in- 
formation on. competing rates, 
(2) speed up and simplify the 
process of getting a mortgage, 
and (3) give out-of-state financial 
institutions the chance to com- 
pete for mortgage business on an 
equal footing with ‘local ones. 
Most of these. networks (see 
who's who box) put a terminal in 
the real-estate. agents office, 
since that is where home buyers 
start looking for a mortgage. 
Loan-origination networks al- 
low big cost savings over tradi- 
tional thrift branches. Rennie 
Mae estimates that typical loan 
offices cost 99.6 basis points 
(0.99676) to .originate a loan, 
not including bricks-and-mortar 
overheads, while its system costs 
lenders only 50 basis points. 
Compufund reckons the cost of 
originating a loan at a thrift 
branch is about 150 basis points. 
Less glamorous innovations in 


^ mortgage distribution come from 


retail chains like K Mart and J. C. 
Penney (which let. thrifts set up 
branches in their own branches); 
and from America's largest insur- 
ance company, Prudential (no re- 
lation їо ће British: company), 
which offers. a dial-a-mortgage 
Scheme; The Pru says that origi- 
nating mortgages Бу. telephone 
halves the. cost, allowing it. to 
offer lower rates. 1f each member 
of the Pru's 23,000-strong insur- 
ance: salesforce sells only“ one 
mortgage a year by telephone, 
the insurance company will origi- 
nate $2 billion in loans. 

Other. big companies moving 
into mortgages include: 
€ Sears, Roebuck, an American 
retail chain that has moved with 
more enthusiasm than success 
into financial services. It hopes to 
originate $13 billion-15 billion - 
worth in mortgages by 1990; par 
ly through electronic means (see 7 
box). 
€ American Express. Its insur- 
ance subsidiary, Fireman's Fund, 
acquired Manufacturers Hanover 
Mortgage Corporation for $260m 
in early 1986, making it Ameri- 
ca's third-largest mortgage bank- 


‘ег. It handles the servicing of $15 


billion-worth of mortgages. 

€ Metropolitan Life, America's 
second-largest insurance compa- 
ny. In 1984, it bought the Centu- 
ry 21 real estate brokerage chain, 
which handles 530.000 house 
sales a year; as well as CrossLand 
Capital, America’s fifth-largest 
mortgage banker. Metropolitan 
expects to originate up to $1 
billion in- mortgages in 1986. 

9 General. Motors Acceptance 





Howto speak American mortgagese 


The United States has had an active secondary mortgage market 
since the Great Depression of the 1930s. Initially. the market 
was in pools of mortgages, sold by the original lenders (the 
originators) to financial institutions with an appetite for long- 
term loans. (Even when a mortgage is to be resold, the 
originator carries out the underwriting—the initial credit assess- 
ment of the borrower and property.) 

Pools of mortgages have been replaced as trading instruments 
since 1970 by mortgage-backed securities. A typical mortgage- 
backed security is created when mortgages from one or more 
lenders are packaged together, and sold to an investment house 
or to a government-sponsored agency (eg. Fannie Mae, the 
Federal National Mortgage Association; Ginnie Mae, the Gov- 
ernment National Mortgage Association; and Freddie Mac, the 
Federal Home Loan Mortgage Corporation): These institutions 
finance their purchases by issuing securities backed by the 
mortgages .they have obtained (hence mortgage-backed 
securities). 

The householder who took out the mortgage continues to pay 
his principal and interest to the originating institution, which 
handles the servicing of the mortgage. Thése payments are 
passed through to the buyer of the mortgage-backed security. 
The typical mortgage-backed security is thus also known as a 
pass-through security. Mortgage-backed securities are popular 





enced on the first generation of ARMs.. 


because—by judicious pooling of mortgages of different lengths 
and history—they can be tailored accurately to the changing 
demands of investing institutions: 

The most successful form of tailoring is the Collateralised > 
Mortgage Obligation, first issued іп 1983. A смо has several 
advantages for the buyer. It provides some degree of protec- 
tion—eg. against the problem of refinancing. That’ is. the 
tendency of householders to pay off high cost mortgages early in 
order to refinance them at lower rates. It pays interest semi- 
annually (like bonds) rather than monthly. (like mortgages). It 
offers the buyer a choice of short, medium or long terms. 

There have also been changes in the mortgages issued at retail 
level. In 1980. Congress allowed thrift institutions to offer 
adjustable-rate mortgages (ARMs). as well as the usual fixed-rate 
loans. ARMs reached their height of popularity in late 1984, 
when 70% of mortgages issued by savings and loan associations 
had adjustable rates. Rx SOFIA 

By early 1986, however, less than half of new. originations had 
adjustable rates, This is. customary. in the British mortgage 
market but American house-buyers dislike them, and have been 
eagerly refinancing ARMs to lock in lower interest rates. This 
does not please lending institutions and secondary market 


participants, who also mistrust the high default rates experi- 
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Who’s who of networks 


@ Among the leading computerised loan-origination networks 
in the United States are: 

Shelternet. Founded 1982. Owner: First Boston (Wall Street 
investment bank). Links: 100 real-estate offices and 20 lenders. 
Coverage: 37 states. Borrower is offered a “best rate" automati- 
cally calculated by the system from bids by lenders. Most loans 
bought by First Boston trading desk, the most dynamic bidder. 
Most of mortgage-origination process handled electronically. 
Amount originated $1 billion in 1985. 

Rennie Mae. Owner: National Association of Realtors; market- 
ed by American Financial Network, Dallas. Announced: 1985. 
Links: 15 real-estate firms, 10-15 lenders. Coverage: four states. 
Uses elaborate fee arrangement to circumvent a federal ban on 
real-estate brokers taking mortgage commissions. Borrower 
chooses among mortgages displayed; application sent electroni- 
cally to lender. 

Mortgage One. Owned by Coldwell Banker, the real-estate 
subsidiary of Sears, Roebuck; bought as an in-house version of 
Shelternet in 1984. Links: 76 Coldwell Banker offices with in- 
house mortgage banking subsidiary. After consulting Mortgage 
One, the house-buyer is sent to the mortgage company— 
sometimes in the same building—where the application is 
handled. Others include Real-Find, Ellie Mae and Echo 1. 


FINANCE BRIEF 


€ Loan information networks: 

LoanExpres. Owned by Planning Research Company, 
McLean, Virginia. Founded: 1983. Flopped as a mortgage 
origination system and today provides mortgage information 
only, through homes-for-sale listings screens in 14,400 real- 
estate branches. Home-buyers use LoanExpress to find the best 
deal, then contact the lender direct. 

Smaller loan information networks include Boss, which is 
operated by Market Data Research in Oklahoma City; Loan- 
Facts, operated by Eco Companies of San Marcos, California: 
and Mis Network, run by Mortgage Information Services in 
Jackson, Mississippi. 
€ Secondary market networks: 

Polestar. Owner: Blackman Garlock Flynn, San Francisco real- 
estate banking group. Launched: 1986. Carried by Telerate, 
electronic bond quote system. Lenders pay Polestar $400-750 a 
month to list mortgage portfolios for sale. About 5.000 termi- 
nals are in use by potential mortgage investors, who follow up 
by telephone. Expects 300-500 listings a month. volume $20 
billion-30 billion by 1987. 

Laser. Owner: Fannie Mae. Work started: 1984. It has spent 
$30m so far. Aim: to allow lenders to transmit packages of loans 
to the agency electronically. Not yet operating. Fannie Mae also 
plans computerised national mortgage exchange linking it to 
originators, market makers and investors, with on-screen price 
quotations, and electronic trades and settlement. 


Corporation (GMAC), the giant 
carmaker's finance arm. It is now 
America's second-largest mort- 
gage servicer, handling $19 bil- 
lion-worth. GMAC paid $315m for 
the mortgage servicing subsidiar- 
ies of two regional bank holding 
companies: Norwest and Cores- 
tates Financial. GMAC reckons it 
is "addressing two aspects of the 
American dream—the strong de- 
sire to own a car and to own one's 
own home". 

Other players include the Ford 
Motor Company, which owns a 
big thrift and has been talking 
about selling mortgages through 
car showrooms; American Can, 
now predominantly a financial 
*ervices company; and ITT, which 

ans to become a nationwide 
mortgage lender. 


Room with a view 


Demand for housing in America 
is expected to peak in about 1989 
and decline for the rest of the 


century. American economists 
expect mortgage demand to hov- 


' er between $250 billion and $350 


billion a year for the rest of the 
1980s, then settle down around 
$200 billion-250 billion in 1990- 
95. Annual originations have run 
at just over $200 billion between 
1983 and 1985. 

The availability of adjustable- 
rate mortgages and of the second- 
ary mortgage market means that 
high interest rates are unlikely to 
produce sudden drops in demand 
or supply as they used to. Tradi- 
tional home-finance companies— 
thrifts and mortgage bankers— 
will undergo rapid consolidation. 
Many will concentrate on origi- 
nating and servicing mortgages 
rather than financing them. 

Increasingly, overseas financial 
markets will be tapped for Amer- 
ica's mortgages. In 1985, accord- 
ing to ЕШ figures, $3.6 billion- 
worth of American mort- 
gage-backed securities were sold 
overseas, up from only $1 billion 


Homes to trade on 


15 Long-term interest 
rates 


the year before. When Freddie 
Mac offered $350m of Cmos in 
Europe and Japan in late 1985, 
demand- was so strong that inter- 
est rates were lower than on 
the accompanying American 
offering. 

Ginnie Mae’s director of cor- 
porate planning, Mr George An- 
derson, is among the most cheer- 
ful. He thinks that, if the dollar 
stabilises and foreigners grasp the 
advantages of mortgage-backed 
securities, demand could ex- 
plode. He forecasts annual sales 
of $10 billion-20 billion of Ameri- 
can mortgage-backed securities 
overseas in the 1990s, with anoth- 
er $15 billion-25 billion in CMOs. 

France set up its own version of 
Fannie Mae in 1985, to issue up 
to $250m of bonds a month to 
back housing loans. Salomon 
Brothers, a Wall Street invest- 
ment bank, has established a 
British subsidiary, the Mortgage 
Corporation, to originate mort- 
gages and provide raw material 


for the creation of mortgage- 
backed securities. And Fannie 
Mae has approached the big Eu- 
robond clearing and depository 
corporations, as well as several 
international stock exchanges, to 
discuss a link to its proposed 
national mortgage exchange. 
The Wall Street investment 
banks that have piled into the 
CMO market are also starting to 
create similar securities out of 
other types of loan, such as com- 
mercial mortgages, car loans, and 
consumer-instalment credit. The 
much smaller size of most car or 
consumer loans make the admin- 
istrative complexities of securitis- 
ing them hard. Nonetheless, 
America's inventive mortgage 
market appears to have con- 
vinced the world of a new (and 
fashionable) slogan: “If it's grad- 
able, it’s tradable.” 
“Innovation in the US Mortgage Mar- 
ket to 1990". Economist Intelligence 
Unit Special Report 1051, by Jeffrey М. 
Tuchman. Economist Publications Lid. 


CMO issuers 


[1985 total: $15-2bn| total: $15-2bn 


Mortgage bankers —. — 
5-1% 


-Savings & Loans 
28:8 
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debt by creditors, end 1985 
Commercial banks 81:696 ——— 


Official creditors 10-696 
LL 


Bonds & private 
placements 3-996 —— 


Other 3-9% 


Mexican stand-off: out of cash, 


Mr Paul Volcker, chairman of America's 
Federal Reserve Board, paid an unpubli- 
cised morning visit to Mexico on June 
9th. He went to break the deadlock in 
Mexico's debt talks with the IMF. Private 
bankers are refusing to grant the debt- 
stricken country any new money until it 
has reached agreement on a $1.5 billion 
loan from the Fund. Once that is settled, 
a package of $6 billion in fresh credit may 
follow—including $1.2 billion from the 
World Bank and the Inter-American De- 
velopment Bank; $1 billion or more from 
the Paris Club of official creditors, half of 
that from Japan; and $2.5 billion-3.5 
billion from private creditors. 

Bankers are now talking up the chances 

f an early Mexican debt settlement. And 

'ell they might: their shares have skit- 
tered on rumours that Mexico plans to 
announce a debt moratorium. Many be- 
lieve it is only a matter of weeks before 
Mexico must fall into arrears on interest 
payments. With about $2 billion-3 billion 
in liquid hard currency reserves and no 
other cash immediately in sight, Mexico is 
quickly running out of money. 

Mexico has lately seemed to be running 
out of patience, too. Senior officials are 
complaining loudly about their creditors’ 
stonewalling approach to the debt talks. 
In other ways, they are saying they have 
had enough. Unwilling to accept an eco- 
nomic contraction of 5% or worse this 
year, the government is easing restric- 
tions on credit and risking an upturn in 
inflation. It announced cuts of $1 billion 
in an emergency budget in April, but 
rules out any more—even though this 
year’s expected drop in petroleum reve- 
nues cuts the government's earnings by 
around $7 billion. 
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Jut of patience, 


out of time 


MEXICO CITY 


Last week, Mexico's finance minister, 
Mr Jesus Silva Herzog, said that if Mexico 
cannot reach an agreement with creditors 
soon, it will consider suspending its debt- 
service payments. Many politicians ap- 
plauded the threat. In a long interview 
televised on June 10th, President Miguel 
de la Madrid was also asked directly if he 
was planning to stop debt payments. “Ме 
are examining all our options," he said, 
adding that, while Mexico until now has 
complied punctually with its interest com- 
mitments, "the fall of oil prices changes 
the panorama". 

Mexico's tougher line may succeed in 
persuading the IMF and the banks to 
disburse new funds quickly. Mr David 
Mulford, an American assistant treasury 
secretary, seems to have got the message. 
This week, he said somewhat nicer things 
than the Reagan administration has said 
in the past about Mexico's struggle to get 
its economic policies right. 

Perhaps Mr Mulford suspects that the 
shift in Mexico's position is not just bluff; 
it reflects a new willingness to go into 
arrears if need be. Mexicans pressing for 
what they call a “conciliatory default" say 
that by accruing arrears and proclaiming 
its intention to resume payment when it 
can, Mexico might protect its dwindling 
reserves and shock bankers into granting 
real concessions. From now on, economic 
growth, rather than the fight against infla- 
tion, must be the overriding goal of 
economic strategy, they say. Washington, 
the IMF and the banks have all demanded 
that Mexico bring inflation in 1986 to less 
than last year's 64% and reduce the 
public-sector deficit to less than 10% of 
GDP. Both goals are out of reach, says 
Mexico, thanks to the fall in the oil price. 


capital flight 





To make matters worse, recent days 
have seen a run on the peso. Last week, in 
five trading days, it skidded from 560 to 
730 to the dollar on the free market— 
which the government says accounts for 
one fifth of Mexico's foreign-exchange 
transactions, By June 11th, it had recov- 
ered a little, to just over 640. Pressure is 
building for a corresponding devaluation 
of the “controlled” peso, currently traded 
at 550 to the dollar. Mr de la Madrid 
blamed the crash on “speculation”; pri- 
vately, other officials admitted that the 
dollar-buying rush was the predictable 
result of their decision to loosen credit. 

The budget deficit, bloated by the 
financing of domestic government debt at 
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Waiting for word from Washington 
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inflation-chasing interest rates, will reach 
13% of GDP in 1986, officials reckon. The 
IMF wants deeper cuts—eg, higher fees 


and lower subsidies in such giant state - 


enterprises as Fertimex, a fertiliser manu- 
facturing conglomerate; Conasuto, a 
wholesaler and retailer of staple foods; 
and the Comision Federal de Electrici- 
dad, the national power company that 
still offers customers sharply discounted 
electricity rates. 

In a heavily publicised speech two 
weeks ago, Mr de la Madrid also rejected 
creditors' demands for wholesale privati- 
sation of state industries and substantial 
liberalisation of foreign investment laws. 
After three years of preaching the virtues 























Investors are sneaking back into the gold 
market that most of them deserted years 
ago. The price of gold has—finally— 
broken out of its doldrums around $340 

r troy ounce and is heading toward 

50. Portfolio managers are starting to 
advise clients to take some profits on 
stocks and bonds and switch to gold. 

Such bets are placed, so far, by few 
and with trepidation. Gold has been a 
stunningly bad performer over the past 
five vears. Prices fell from $850 in early 
1980 to $300 early last year. Most disap- 
pointing for speculators, who like to see 
a lot of movement in prices, gold fluctu- 
ated less in 1985 than in any year since 
1977. The fall in the oil price this year 
has dampened gold buffs' hopes that 
inflation will pick up and revitalise pre- 
cious metals. The Middle East has al- 
most disappeared as a hoarder of gold. 

Against this catalogue of woe, new 
hopes for gold are coming from Japanese 
investors. Last year, says Consolidated 
Gold Fields in its authoritative “Gold 
1986" report, they bought 115 tonnes of 
gold bars—more than investors any- 
where else. The key is the strengthening 
yen (up 20% against the dollar so far this 
year), which translates a mainly stagnant 
dollar price for gold into ever-cheaper 
bargains in yen terms. In February 1986, 
the yen price of gold fell below Y2,000 a 
gramme to its lowest level since 1979, 
and the buyers came back in force. 

The Japanese have also bought gold 
for two purposes besides investment. 
The first is to make jewellery. Japanese 
manufacturers used 20% more new gold 
in 1985 than the year before to produce 
more jewellery—61 tonnes—than ever 
before. Analysts think Japan's jewellers 
will turn out a lot more in 1986. A second 
purpose is to mark the 60th anniversary 
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of negotiation, he seems ready to risk 
confrontation. But by showing that he is 
ready to default—and grabbing Washing- 
ton's attention at the same time—he may 
get the deal his country needs. 


South Africa 
Funny money 


South Africa's two-tier rand is taking a 
beating as investor confidence in the 
country falls with each eruption of vio- 
lence or new threat of sanctions. Since 





February, the commercial rand has fallen . 


by 26% to 37 American cents, the finan- 


Gold bulls begin to paw the ring again 


Suddenly, speculators are beginning to take an interest in gold адил. The 
re sciri, of the yen, while the dollar price of 

has brought Japanese buyers into the market. B 

rising output worldwide bode ill for gold bulls in 1986 


Id changes only alittle, 
mostly flat demand and 


of the accession of Emperor Hirohito. 
The government bought 220 tonnes of 
gold to mint coins. This bullion, gold 
traders outside Japan believe, has al- 
ready been shipped, raising Japan’s im- 
port bill by some $2 billion. 
Hirohito-demand is a thing of the past, 
however. Outside Japan, gold glitters 
less. Consumption rose last year in 
America and India, but manufacturers 
around the world bought only 1,233 
tonnes of bullion, close to 1984's level. 
That is unlikely to change this year 
unless local-currency gold prices fall. 
Investors are getting interested in gold 
again partly because they think unrest in 
South Africa could reduce new supplies. 
This is unlikely, at least in the short- 
term. Gold production worldwide has 
risen every year for ages, and looks like 
continuing to do so. South Africa, which 
mines half the non-communist world's 
gold, did produce a little less in 1985— 
some 673 tonnes—than in 1984. But that 
is because its producers always mine 


Gold price 





cial rand by 44% to 21 cents. 

The financial rand is a direct indicator 
of foreigners' willingness to invest in the 
country. The use of financial rands is 
restricted virtually to buying shares in 
Johannesburg. Anybody wanting to di- 


vest either sells financial rands to another 
foreign investor, for decreasing returns as 


the supply increases, or uses financial 
rands to buy shares in Johannesburg to 
resell in other currencies overseas. 

The thin and volatile demand for finan- 
cial rands is playing havoc with the price 


of South African shares. In Johannes- 


burg, the stockmarket is booming. South 
African institutions with rands to spend 
are investing profitably at home, where 


poorer ore when they get better returns; 
and since they produce a commodity 
which sells for hard currency, the falling 
rand means returns are у н all the 
time. The rise in the rand price of gold 
this year (see chart) suggests that South 
African output may fall again. But when 
the rand price sinks, South Africa’s pro- 
duction will rise once more. 

South Africa may also convert some of 
its gold swaps with western banks into 
sales to help repay its debts. Russia, 
post-Chernobyl, could decide to sell 
more gold for foreign exchange too; its 
sales have already risen sharply this year. 

Investors are unlikely to make a killing 
in gold, reckons Mr George Milling- 
Stanley, author of the ConsGold report. 
Prices will be more volatile this year than 
last. But downward movements will be 
limited by central-bank buying, while 
producers’ sales will keep upward blips 

lowish. If gold touches an ounce, 
there will be heavier selling all round. 

With precious metals, though, there is 
always an outside chance of the dramat- 
ic. Renewed inflation and a collapse in 
world securities markets, for instance, 
could send gold to the skies, richly 
rewarding those who venture in now. 
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gold companies are making big rand prof- 
its and paying big rand dividends. Institu- 
tional buying has caused mining shares to 
rise by nearly 30% in the past 12 months, 
and by 1096 in early June alone. 

Overseas, the story changes. Foreign 
investors want to sell South African gold 
shares—avoiding the Johannesburg mar- 
ket, where they will get undesirable finan- 
cial rands in return. But foreign buyers 
willing to risk both rands and riots are 
hard to find. South African gold shares in 
London have fallen to their lowest level 
for four years. The widening gap between 
prices in London and Johannesburg de- 
presses the financial rand still more. 

Commercial rands perform less dra- 
matically, but hit the day-to-day dealings 

f South African businesses harder. The 
gold companies have benefited from a 
rise in the rand price of gold from R680 
two months ago to R930 now, while the 
dollar price stayed in the $3405. 

Some South African companies with 
operations overseas realise that it is much 
cheaper to do business at home and incur 
their costs in rands. Rustenburg, the 
world's largest producer of platinum, is 
about to take all its refining back to South 
Africa. Until now, Britain's Johnson 
Matthey has had much of this business. 

A brave investor might buy the rand at 
its current cheap price. Rands bought last 
November and sold in February would 
have made a 55% profit in dollars. But 
calls for international sanctions by the 
Commonwealth, the new state of emer- 
gency, plus fears of renewed unrest on 
June 16th when blacks commemorate the 
tenth anniversary of the 1976 Soweto 
uprising, will not hearten the lonely Afri- 
kander bulls. 


Japanese bonds 
As wise as Salomon 


TOKYO 


Salomon Brothers has achieved in Tokyo 
what no securities firm has done any- 
where before: it has become a leading 
player in a big domestic capital market 
outside its own. The American firm is one 
of the top six traders in Japanese govern- 
ment bonds—the world's second biggest 
capital market after American treasuries, 
where Salomon leads. It is among the top 
three in bond futures, where it is said to 
handle a fifth of all trading. 

In the six months to March 31 1986, 
success in bonds contributed to Salo- 
mon's revenues in Japan of Y9.1 billion 
($46m), more than double that of any 
other foreign broker in Tokyo. Other 
foreign firms do business in Japan chiefly 
by selling foreign securities to Japanese 
investors, or Japanese securities to for- 
eigners. Salomon's strategy is different. 
Since 1982, when it moved its Asian 
branch from Hongkong to Tokyo, the 
firm has attacked Japan's government- 
bond market by dealing mainly with do- 
mestic Japanese institutional investors. 

This has worked for at least three 
reasons. First, Salomon started earlier 
than rivals by hiring Mr Shigeru Myojin 
from Yamaichi Securities in 1979 to head 
its yen-bond trading team. Second, it is 
more experienced in futures trading than 
Japanese firms. Third, the yen-bond mar- 
ket is rarely affected by Japanese news 
because Japan's economy has been so 
predictable. Since exchange controls 
were ended in 1980, this market has 
danced mainly to America's tune. 

This has enabled Salomon to use in 
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Dealers take over 
Japanese bonds": 
turnover 


*Government & corporate 
First quarter at annual rate 


Other financial 
institutions 








Japan its kudos in American treasuries 
and in research on the American econo- 
my. It has cultivated Japanese banks, 
trust banks and life insurance groups that 
want advice on the American treasury 
market as well as clues to how yen bonds 
will react to the latest economic numbers 
in New York. The big four Japanese 
securities houses—Nomura, Daiwa, Nik- 
ko and Yamaichi—are stronger in retail 
sales than with institutions, and are short 
of expertise on the American economy. 
Next, Salomon says, it will go for 
domestic business in equities. It is hiring 
nine traders (the chief will also be from 
Yamaichi) and eight research analysts in 
Tokyo. Success will be harder because 
foreign news and expertise matter little in 


Now you see them... 


The British Treasury’s claim that 14% of 
adult Britons own shares directly—up 
from 7% in pre-Thatcher 1979—always 
looked fishy. Alas, it has proved a red 
herring. A new poll suggests that the real 
figure is around 81%. 

Mathematics suggested that the 14%, 
triumphantly reported earlier this year 
by National Opinion Polls (МОР) after 
quizzing 7,200 adults for the Treasury, 
was based on flawed data. Anyway, the 
result did not square with another— 
unpublished—poll, by Financial Re- 
search Services, a subsidiary of МОР. 

Now another pollster, Market & 
Opinion Research International (MORI), 
has asked 16,000 adults whether they 
own shares. The result, prepared for The 
Economist, is that 8.3% do—not count- 
ing those who hold shares through unit 


trusts. This fits the findings of Financial 
Research Services, whose latest poll 
came up with 8.5%. 

MORI's demographic picture of share- 
holders is similar to NOP's, even if the 
total numbers differ. Populous London, 
with 15% of Britain's shareholders, has 
more than anywhere else. But it also 
contains plenty of people who do not 
own shares. Those living in the South- 
West, the East and the South-East are 
more likely than Londoners to own equi- 
ties. And forget yuppies. It is not the 
high-spending 25-to-34-year-olds who 
are keenest to buy shares (a below- 
average 6% of them do), but rather 
those aged between 55 and 64; 13% of 
whom have shares. Retirement, it 
seems, means selling up. Share-owner- 
ship among the over-65s drops to 9%. 
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e Tokyo stockmarket. - E 
Rivals have been slow to follow Salo- 
mon in yen bonds. Goldman, Sachs will 
not begin trading them until this summer. 
Merrill Lynch, Morgan Stanley and Jar- 
dine Fleming have relied on foreign inter- 
in yen bonds. They have also been 
building up in equities and selling Ameri- 
can treasuries to Japan (though Salomon 
laims the biggest market share among 
reign firms in that business, too). 
. Foreign interest is growing along with 
trad me in the whole market, but 
i hold it back. Non-residents 
10% withholding tax on Japanese 
nent bonds. Yen-bond futures can 
ded only in Tokyo time. Trading 
Sentrates on one or two “bellwether 
S", so that a shortage of liquidity 
es yields on other bonds oddly differ- 
ent. The primary issuing system is bi- 
‘zarre, too: underwriters (which include 
„foreign banks and brokers) often accept 
пем bonds at а loss, albeit a smaller loss 
than a few years ago. All for the prestige. 



























utside which law? 


On. what issue of current interest in 
erica might a senior fellow of the 
“right-wing, free-market Cato Institute 
and the editor of a liberal magazine like 
the. New Republic find: themselves in 
‘agreement? For different reasons, neither 
is happy with the insider-trading laws. 
. Since last month's accusation by 
the Securities and Exchange Commission 
(SEC) that. Mr Dennis Levine, an invest- 
ment banker formerly at Drexel Burn- 
ham Lambert, had amassed $12.6m of 
illegal profits from insider trading, the 
Subject has hardly been out of the news- 
papers. Mr Levine has pleaded guilty to 
four charges, has disgorged over $1im 
into a fund held by court-appointed re- 
ceivers, and is co-operating with federal 
-prosecutors. Two Wall Street analysts 
have pleaded guilty to insider trading in 
an apparently unrelated case, as have two 
other members of their alleged ring. A 
fifth defendant, from the prominent law 
firm of Paul, Weiss, Rifkind, Wharton 
and Garrison, has pleaded not guilty. On 
Tune 3rd, two Italian investment bankers 
in another case were found guilty of 
insider trading. 
. The proliferation of. insider-trading 
:саѕеѕ, with the prospect of more to come, 
has focused attention on the fact that 
hardly anybody knows what the offence 
is. The ЅЕС rule which proscribes it 
ugh not by name) is notoriously im- 
se. It is one recent, and wide, judi- 
interpretation of insider trading that 














The Bank of England emerged tempo- 
rarily victorious this week from the latest 
fight over how far its writ runs in the 
$350 billion London-based Eurobond 
market. Its unlikely opponent is the 
Bank of China, which handles foreign 
exchange, trade and investment for the 
People’s Republic. The Bank of China 
wants to launch a dollar Eurobond in 
London. The Old Lady says no: China 
still owes £162m ($246m) on pre-revolu- 
tionary sterling bonds. 

Strictly, the Bank of England has no 
authority over the offshore Eurobond 
market. But when the Bank of China 
picked Deutsche Bank to lead а $200т 
floating-rate note (FRN) issue, its officials 
told leading Eurobond houses it would 
rather they did not join. This split the 
Eurobond community between those 
that most hate annoying the Bank of 
England and. those (including . some 
American investment banks) that feel 
they can least afford to antagonise Chi- 
na, which is likely to be a big borrower in 
the next few years. 

The pro-China faction also resents the 
Bank of England's interference in this 
supposedly-free market and what is seen 
as its inconsistency. The Bank of China 
was allowed to issue $200m of floating- 
rate certificates of deposit in London last 
year, the Moscow Narodny Bank a 
$100m FRN last month. Russia, like Chi- 















has drawn fire from both the Cato Insti- 
tute and the New Republic. 

On May 27th, an American appeals 
court upheld the securities-fraud convic- 
tion of Mr R. Foster Winans for insider- 
trading. Mr Winans, a reporter on the 
Wall Street Journal's share-tipster col- 
umn, had leaked its contents to à couple 
of stockbrokers, who traded оп his 
information. 

Nobody doubts that Мг Winans was 
guilty of a breach of a fiduciary duty to his 
employers—or criticises them for firing 
him for it. But Mr Winans owed no 
fiduciary duty to anybody else—certainly 
not to the stockholders of the companies 
that were traded. Had he been a “quasi- 
insider"—say a lawyer or investment 
banker to those companies—the trading 
would probably have been illegal. But so 
removed was Mr Winans from the compa- 
nies involved that the appeals court found 
the Wall Street Journal itself could legiti- 
mately have traded on the information. 

So Mr Winans was convicted of a 
securities fraud (and sentenced to 18 
months in jail) because he breached, to 
his profit, an entirely internal duty owed 
only to his employers. One of the judges 
dissented vigorously from this novel doc- 
trine. Mr Winans will appeal. 

The real argument-here has less .to do 
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Last week, Mr Anthony Loehnis, an 
executive director of the Bank. of Eng- 
land, called in several leading Euromar- 
ket banks and urged them not to partici- 
pate. By June 12th, it was clear that none 
of the top banks in London would risk 
joining the deal. Not for now, anyway. 














































with the healthy regulation of a market 
than with the way in which regulations are 
made. Had a similar case been tested first 
in the civil courts (through an action by 
the SEC for disgorgement of profits), it 
would probably have been uncontrover- 
sial, lawyers say. Instead, the Winans 
case has extended criminal law into hitb- 
erto uncharted territory. The danger i 
not—or not only—that such prosecutions : 
will scare off legitimate market activity. It 
is that the prosecution of insider trading 
itself will come to look ludicrous. 


EEC capital flows | 
Getting freer. 


BRUSSELS 


On capital controls, as on much else, the 
European common market is cut in two. 
The northern countries—West Germany, 
Britain, Benelux and Denmark, but not 
Ireland —have virtually no restrictions. 
The southern states are festooned with 
controls, although France and Italy have 
recently eased them. On June 11th, the 
EEC Commission sent to governments 
‘some proposals to help end the divide. 
Thé directive would lift cross- 
border tions on three things: 
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€ long-term commercial bank credits to 
exporting firms; 

€ buying unlisted securities—especially 
significant for Italy, with only 270 quoted 
companies; and 

€ issuing securities abroad, subject to 
national prudential regulations. 

Many capital movements are already 
supposed to be free under community 
rules (lists A and B in the table), though 
some countries have exemptions. These 
proposals to scrap list C are part of a 
programme announced last month by the 
EEC Commission's president, Mr Jacques 
Delors, to liberate all the rest by 1992. 
Eurocrats hope that with Britain, which 
likes the idea, chairing ministerial meet- 
ings from July to December, the directive 
will be approved by the end of the year 
and on the statute books by next spring. 


“tho controls what: 





cial 
^Y A B c D 
Germany no no no no 
Britain no no no no 
Benelux no no no no 
Denmark no no no no 
France no no yes yes 
Italy some some yes yes 
Ireland yes yes yes yes 
Greece yes yes yes yes 
Spain yes yes yes yes 
yes yes уез yes 
Source: EEC 


The commission will then attack the 
hard core of remaining restrictions, on 

iort-term capital flows and other free- 
мот for individual investors. It will also 
try to push West Germany to closer co- 
operation within the European Monetary 
System and full status for the ecu. The 
Germans, who have said they would 
move once capital controls were eased, 
would have to comply—or invent new 
excuses for not doing so. 


Paris bourse 
Still finding its feet 


PARIS 





The Paris bourse cannot seem to recover 
its élan. Since “dark-grey Thursday", 
May 26th, when the CAC general share 
index tumbled 6.7% to 360 and trading in 
several big companies' shares was sus- 
pended, smaller drops punctuated by oc- 
casional rises continued to drag the index 
down to 346.7 by June lith. A brief 


THE ECONOMIST JUNE 14 1986 


jrk " 
TT | 
oho ВЕЕРА - udo vM 





correction, or an emerging trend? 
Despite its recent burst of growth, 
France's main stock exchange is still ado- 
lescent by world standards. In a thin 
market, small price shifts make big 
changes in the share index. This helped 
the CAC on its way up from 266 at the start 
of 1986 to 411 in mid-May, then hastened 
its fall after the huge one-day drop. The 
new government's gloomy reading of the 
French economy has not helped. Nor 
have reports of friction between a Social- 
ist Elysée and a conservative Matignon. 
Investors are also searching for more 
realistic price levels. In the eight months 
from last October to May 1986, the aver- 
age price-earnings ratio of publicly-trad- 
ed French shares rose from 12 to 18}. 
About as much new equity and near- 
equity capital was raised in the first four 
months of this year as 1985's FFr16 billion 
($1.8 billion) total. A pause was in order. 
Where now the CAC? Some fear that 
French shares, which took off late in 1983 
when investors judged the Socialists seri- 
ous about reducing inflation, may lose 
more ground as other forms of investment 
appeal again. The government plans to 
amend a 1982 tenant-protection law that 
helped to reduce property purchases. A 
weaker dollar, coupled with easier for- 
eign-exchange controls, could make 
French investments in America look 
sweet and available and American pur- 
chases of French shares less tempting. 
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Though the bourse is hurrying to get rid 
of the old technical drawbacks which 
limited its ability to handle big dealing 
volumes, some remain. Since October 
1985, brokers have been able to take 
positions of their own, and all-day trading 
begins on June 23rd. These changes alone 
will not matter much, however, unless 
under-capitalised French brokers can 
raise bigger money to carry more stock. 

But the long-term bulls may outweigh 
the bears. The biggest boost to the bourse 
has been the recovery in French company 
profits, which began in 1984, quickened 
in 1985 and is forecast to continue into 
1987. Though 5m French people own 
shares compared to 3m three years ago, 
they are still fewer than 1096 of the 
population. The government wants to 
increase their number through privatisa- 
tion. Therein lies the bulls' best hope. 

The finance minister, Mr Edouard Bal- 
ladur, needs a buoyant market in which to 
float off some state-owned companies— 
probably an investment bank and an 
industrial group—before the end of the 
year. The recent slide, indeed, could have 
been steeper if the big institutional inves- 
tors had not stepped in to buy after an 
anxious nudge from the finance ministry. 
These investors are mainly state-owned 
banks and insurance companies, which 
the new government also plans eventually 
to sell. In private hands, a few years from 
now, would they be so obliging? 


Milan's missing marbles 


Even by its own heady standards, Mi- 
lan's stockmarket has gone crazy. Share 
rices doubled in 1985 to 457 on the 
anca Commerciale Italiana (BCI) index; 
doubled again to 908 by May 20th; then 
plunged 26% in three weeks. 
Brokers said the sell-off was caused by 
` individual investors rushing for the exit 
in fear that the government was about to 
introduce a retrospective capital gains 
tax (even if it was only 5%). Those fears 
were stilled on June 10th, when the 
finance minister, Mr Bruno Visentini, 
said that no such tax would be imposed 
immediately and that, when it was, it 
would apply only to future gains. The 
next day, the index rallied from its June 
low of 674.8. 

As usual, private investors had rushed 
late and clumsily into the bull market. 
Banca Manusardi reckons that individ- 
uals have accounted for up to half of 
turnover of the stockmarket recently. 
Italy's mutual funds were more cautious. 
They received monthly net inflows of L4 
trillion ($2.5 billion) in the first quarter 
of this year but put only about 15% of it 
into stocks, fearing that the market was 
getting too high for comfort. They now 
have enough cash to push a strong rally 





when they turn bullish again. 

For the moment, professional inves- 
tors are waiting for calm to return: even 
blue chips like Fiat (which accounts for 
around 10% of the entire market capi- 
talisation) have recently been moving 
10% in a day. Foreign institutions are 
bystanders, too. Many had already taken 
some profits; latterly they have contrib- 
uted only 5% of stockmarket turnover. 
Continuing settlement delays, running to 
six months and longer, will deter foreign- 
ers from putting money back into Italy. 








in the heart of the 
mountains 
Hotel Waldhaus 


СН -7514 Sils-Maria (Engadine / Switzerland) 
Phone: 01041-82- 4 53 31 - Tx. 74 444 
Personally managed by the owners 

R. Kienberger, F. Dietrich & Family 


An extraordinary hotel with turn-of-the-century charms 
and modern day comfort, beautifully located among 
the mountains and lakes of the Engadine Valley. 























* Marvellous possibilities for hiking and excursions- 

* Indoor swimming pool-4 tennis courts (1 covered)- 
Children's nursery. 

ж Summer season from June 7th until Oct. 19th 


Discerning visitors to New York select 
The Carlyle, one block from Central 
Park, for its consistent excellence, 
Each guest room has Monitor TV's, 
VCR's and Stereos, and the solicitous 
staff is ever eager to please. 





From our visitor's book: 
"Since then our visits have been 
the high - spots of our lives." 






A proud recipient of the Mobil Five-Star 
Award for 18 consecutive years. 





‚шї Р Member of The Sharp Group since 1967 
: Madison Avenue at 76th Street f = 
New York 10021 
Telephone 212-744-1600 M 
n Cable The Carlyle New York 
А Telex 620692 


Ottawa Silica Company 


' has merged with 
a wholly owned subsidiary of 


Pacific Coast Resources Company 


a subsidiary of 


The Rio Tinto-Zinc Corporation PLC 


The undersigned acted as financial advisor to 
Ottawa Silica Company in this transaction. 


LAZARD FRÈRES & Co. 


June, 1986 
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Those beestly weapons 


Scientists are more patient than politi- 
cians. In 1981, Mr Alexander Haig, then 
America’s secretary of state, accused 
Vietnam of using chemical weapons in 
Laos and Kampuchea. He claimed that 
he Hmongs, the mountain people hold- 
-ng out against the Vietnamese invaders, 
were being poisoned from the air by 
“yellow rain"—showers containing rare 
kinds of fungal toxins, called tricothe- 
cenes, that caused vomiting, diarrhoea, 
bleeding and death. 

Five years on, Mr Haig has gone from 
government. America's State Depart- 
ment continues to say that yellow rain was 
a chemical weapon, but its scientific case 
is looking increasingly flimsy. The alter- 
native explanation, that yellow rain was 
nothing more sinister than the excrement 
of bees. is looking increasingly strong. 

The State Department's case relies on 
two kinds of evidence: samples collected 
on the ground and from victims, and the 
reports of eye witnesses. 

More than a hundred specimens have 
been collected from Hmong refugees in 
Thailand and analysed in laboratories in 
America, Britain, France and Sweden. 
[hey include environmental samples 
гот rocks and leaves, and biological 
samples from the blood, urine and skin of 
alleged victims. The State Department 
case rests on the fact that six of the first 
lot of samples to be analysed—collected 
between 1979 and’ 1981—seemed to con- 
tain tricothecenes. Five of those samples 
were analysed for the State Department 
by Dr Chester Mirocha of Minnesota 
University; one—obtained by ABC televi- 
sion—was analysed at Rutgers University 
in New Jersey. 

Could these tricothecenes have oc- 
curred naturally in Laos and Kampu- 
chea? The State Department has always 
maintained that they could not—appar- 
ently because the presence of the appro- 
priate species of toxin-bearing fungus had 
never been documented there, even 
though it has been recorded in those parts 
of India where the climate is similar. 
What is certain is that the tricothecenes 
can be produced naturally by various 
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fungi in the genus Fusarium, species of 
which are common all over South-East 
Asia and have been found in Thailand. 
The State Department's sample evi- 
dence has proved hard to reproduce. 
Analysis of the six incriminating samples 
by the American army has failed to con- 
firm the university findings: no trace of 
the toxins has turned up in them. Of all 
the samples taken and tested later, only 
one—a control sample collected in Thai- 
land and analysed in France—contained 
the toxins. Britain's Chemical Defence 
Establishment at Porton Down has just 
released the results of tests it did on a 
large number of samples gathered both by 
the Americans and by a British team in 
1982-83. The Porton scientists found no 
tricothecenes in any of the samples—not 
even in the very samples that the universi- 
ties had originally found to contain them. 
Some State Department experts dis- 
count the negative results. They say the 
samples were analysed too long after they 
were collected. Dr Matthew Meselson, 
the Harvard biochemist and chemical- 
warfare expert who has led the campaign 
against the State Department, is uncon- 
vinced. He says it is unlikely that the 


Buzzbomber 





toxins would disappear without trace in 
all instances from samples which were 
kept dry. The particular tricothecenes in 
question are known to be fairly stable— 
which seems an obvious requirement for a 
weapon that would be stockpiled before 
use. 

The Canadian evidence, released this 
month, also weakens the State Depart- 
ment's arguments. Canadian researchers 
looked at blood samples from about 280 
people in Thailand. Some of these were 
refugees; most were not. The researchers 
found that people who had never been 
anywhere near the alleged attack zones 
were just as likely to have tiny amounts of 
tricothecenes in their blood as those who 
had. The Canadians found concentrations 
of about 100 parts per billion in 5% of all 
cases—regardless of where the people 
had come from. Although the State De- 
partment has not had time to react to the 
Canadian evidence, these are levels it has 
previously cited as evidence of chemical 
warfare. The new results suggest con- 
tamination can occur naturally—perhaps 
as a result of eating mouldy food. 

All this means that the case for believ- 
ing yellow rain to be a chemical weapon 
relies increasingly on the reports of wit- 
nesses. This evidence, too, has come 
under critical scrutiny. It is based on 
interviews with a small sample of the 
inmates.of the Ban Vinai refugee camp, 
on the Mekong river, through which most 
of the Hmongs passed. In all, about 220 
people were interviewed by the teams 
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from the State Department and the 
American army. More than 200,000 refu- 
gees passed through the camp in 1979-82, 
the relevant years. 

Anecdotal evidence is suspect in the 
best of circumstances. These were not the 
best of circumstances. The refugees cho- 
sen to be interviewed may have wished to 
please their interrogators; certainly, they 
were pre-selected. The camp commander 
was asked to round up people who could 
give evidence of Russian chemical war- 
fare attacks. No attempt seems to have 
been made to corroborate the eye-witness 
accounts, by seeking out other inhabit- 
ants of those villages that were allegedly 
attacked. Nor was there much effort to 
investigate the possibility that the symp- 
toms were caused by natural tropical 
maladies. 

Transcripts of the interviews were not 
kept: the results were summarised and 
only the summaries retained. These show 
that more than half the reported attacks 
were hearsay. In one instance, a village is 
reported to have lost 8,000 of its inhabit- 


Science museums 


ants—far more than the total population 
of the biggest of Hmong villages, 

What about the spots of yellow rain? 
The refugees were clear in their own 
minds that these caused the “symptoms”. 
All the yellow-rain spots analysed by Dr 
Meselson contain large amounts of pol- 
len, a result confirmed by the British 
studies. The pollen comes from many 
different sources. Hence Dr Meselson’s 
conclusion, in 1984, that yellow rain is the 
pollen-laden excrement of swarms of 
bees. That would explain why the yellow 
rain falls in biggish spots: a chemical 
weapon sprayed from an aeroplane would 
probably scatter tinier particles. 

One apparent flaw in the bee-excre- 
ment theory was dealt with by the bees 
themselves two years ago. Nobody was 
certain that honey bees in South-East 
Asia did, in fact, defecate en masse, 
although they are known to do so in 
colder climates. In 1984, however, Dr 
Meselson and his colleagues were lucky 
enough, during a visit to Thailand, to get 
caught in a shower of bee faeces. 


Inside the pleasure dome 


Art galleries are for paintings and sculp- 
ture. Natural history museums house ani- 
mal bones and stuffed fish. But what are 
science museums for? When less was 
known, the dusty old ones could still offer 
a layman’s brief guide to the basics. But 
“brief” in science now means long; and 
the basics are usually too complicated for 
non-scientists to understand. 

In answer, directors of science muse- 
ums are falling over each other to be first 
with the best-equipped grown-up play- 
pen. London's Science Museum opens its 
“Launchpad” later this year. Paris al- 
ready has one. For all its marvels, the 
dazzling new Cité des Sciences et de 
l'Industrie, which France has housed in a 
converted slaughterhouse at the Porte de 
la Villete in the north-eastern edge of 
Paris, leans heavily on scientific toys. 

This vast museum, which is expected to 
attract more than 8m visitors a year when 
fully operating this autumn, has four main 
elements. There is an unearthbound plan- 
netarium, which can show views of space 
from outside our solar system. For the 
ride, the French novelist, Mr Michel 
Butor, has written a cosmic travelogue 
mixing “poetry and science", according 
to the museum guide. 

Outside the main building stands a 
gleaming, stainless steel ball, 36 metres 
across. This contains a cinema equipped 
for Imax films, the movie-equivalent of 
the fish-eye-lens photograph. The current 
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show is a pre-blow-up film of the Ameri- 
can space shuttle in orbit. 

More original, perhaps, is the Médiath- 
éque, а  book-and-computer library 
spread over three floors. When it opens 
later this year, the library will have more 
than 100 computer consoles, on which 


Learning in the playpen 


visitors can browse through scientific lit- 
erature. It will also stock up with some 
5,000 periodicals and, eventually, 300,000 
books, each page of which will have been 
electronically finger-printed against theft. 

Lastly, there are dozens of imaginative- 
ly mounted exhibits covering—patchily— 
space, life on earth, man at work and 
language. The architect, Mr Adrien Fain- 
silber, designed the hall like a stage set so 
that the exhibits are easy to put up and 
take down. 

At one end of the cavernous central 
hall is space for temporary shows with a 
grand theme. Coming this autumn is one 
on how the planet feeds itself. At the 
other end are several semi-fixed exhibits. 
"Interaction" is the keyword. Visitors 
can take a weather-reporting class, watch 
a fish-spawning cycle, experiment with 
sounds and colours or bone up on the 
elementary mathematics of chance 
There are also plenty of satellites, lase: - 
guns and deep-sea diving bells. 

Running all this is the job of Dr Mau- 
rice Lévy, a professor of physics and 
former boss of France's space research 
centre. For the director and his 800 full- 
time employees a large task is keeping the 
turnstiles moving. The French govern- 
ment is paying 90% of the museum 's first- 
year running costs of FFr600m ($85m). 
But by 1989-90, the museum will have to 
cover 30% of its costs on its own, mainly 
from sponsored exhibits and admissions. 
At FFr15-20 a ticket for the main exhib- 
its, the museum is not cheap. 

In selecting exhibits, Dr Lévy and his 
staff have naturally gone big on crowd- 
pleasers. But have they underestimated 
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ANOTHER YEAR 





OF GROWTH. 


The о EAN Trust Net Asset Value per share 
rose 32% in the year to 31 March, 1986 and the dividend is up 16% 
over the previous year. 

The portfolio of equities stood at £583 million of which half 
was overseas. We saw good growth during M~ 














the year in all stock markets, but par- 
ticularly in Continental Europe. 

In the Report and Accounts the 
Chairman, Mr. Ivor Guild, says “falling / 
interest rates and rising corporate 
profits will continue to fuel a rise in 
stock market prices, and... the 

outlook for 1986/87 is good." 

At 29 May the share hs 
price stood at 145 pence andthe / — 
dividend yield was 3.2%. 

To discover the reasons for 
our success please mail the coupon to 
Dunedin Fund Managers. The Report and 
Accounts contains a full review of the portfolio and will be of 
interest to all investors. : 















| - Please send me a copy of The Edinburgh Investment Trust plc 1986 Annual Report. 
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their visitors? Outside the Médiathèque, 
there is little on how scientific knowledge 
grows, and next to nothing showing how 
scientists work. Neither was in the muse- 
um's original remit, it is true, and most 
competitors are weak on these things, 
too. But by concentrating on the hard- 
ware of science, Dr Lévy has missed a 
chance to remove some of the mystery 
from his profession. Luckily, his exhibits 
are movable. Perhaps next year? 


Halley’s comet 


Space spa 


By the time Halley's comet returns, in 
2061, interplanetary tourism might be a 
thriving industry. The European space- 
craft Giotto, which recently flew past the 
comet’s nucleus, sent back reports of an 
enticing location for the intrepid tourist. 
Craters, valleys and mountains abound 
on the potato-shaped and Grenada-sized 
nucleus. On the sunward side, geysers of 
gas and dust shoot up to feed the comet's 
atmosphere and tail. 

The first results of the Russian, Japa- 
nese and European missions to Halley 
have now been published in the journal 
Nature. The most original discovery, first 
reported by the Soviet Vega probes, was 
that the surface of the nucleus is hot, 
about 30°C. But the nucleus is supposed 
to consist of ice, which could not exist at 
such high temperatures. So it seems likely 
that the ice is insulated from outer space 
by a thin crust of carbonaceous dust. This 
absorbs the heat of the sunlight, allowing 
most of the nucleus to stay cool. Some of 
the more volatile regions heat up and 
vapour bursts through as geysers. 

If you do go there on an out-of-this- 
world holiday, be careful not to walk over 
the surface. Stresses from below repeat- 
edly crack open the crust, throwing up 
new geysers. You should avoid getting 
caught up in such a geyser, because the 
gravity on Halley is so weak that you 
could easily be blown off into space. 

Television pictures sent back by Giotto 
show a series of small jets gushing out of 
what look like craters and amalgamating 
into large geysers. The finest detail shown 
is along the “terminator” that separates 
the sunlit, and largely geyser-covered, 
side from the quiescent night side. The 





irregular line of the terminator indicates - 


features down to 100 yards across and 
slopes of 15 degrees. One bright blob on 
the dark side looks like a mountain a mile 
across, whose summit reaches the sun- 
light. The nucleus rotates every 53 hours. 

Analysis of gas in the comet's atmo- 
sphere suggests that the ice in the nucleus 
is 80% water ice, and the remainder 
carbon dioxide, ammonia and methane. 








What do arthritic racehorses, cataracts 
and dry skin have in common? Answer: 
they can all be treated with a naturally- 

' occurring chemical called hyaluronic 
acid (HA). The list of beneficiaries would 
be longer were it not for the astronomi- 
cal cost of the stuff—$7m is the going 
price for just one Ib. 

The reason that HA costs so much is 
that it is made from the combs on the 
heads of roosters. Since 1981, Pharma- 
cia, a Swedish multinational, has been 
extracting it from roosters. It will not say 
how much it makes, but five kilograms of 
rooster combs from six-month-old fowls 
yield just four grams of HA. 

HA is a transparent polymer with the 
consistency of treacle. It occurs naturally 
in eye and bone fluid, the skin, and the 
umbilical cord. Eye surgeons have been 
using blobs of it on the end of scalpels to 
prod things around in the eyeball—such 
as detached retinas. It acts as a safety 
cushion between delicate eye tissues and 
the surgeon's instrument. 

HA has been used to replace naturai eye 
and bone fluids that are in short supply. 
It also has a limited use as à moisturiser 
in cosmetics. But its oddest application is 
the horse-racing industry, where it is 
injected into the knees of arthritic race- 
horses to improve the lubrication of the 
joints. Knee joints have natural HA in 
them, but adding more can help loosen 
the limbs up. 

If the thimblefuls currently produced 
could be bumped up to bucketloads, the 
substance would have тапу uses. 
Wound healing is one. Apply a film of 
HA to a serious burn and bacteria are 
locked out, but oxygen—which helps the 
skin recover—is allowed in. Also, be- 
cause of HA's high water-binding capaci- 
ty, the burnt tissue is prevented from 
dehydrating. Sandwich some HA be- 
tween a bandage and a wound, and 
delicate scar tissue is not ripped off along 
with the bandage. 

As a drug carrier, HA can be used to 
deliver corticosteroids to bone joints for 
the alleviation of rheumatic pain. Sooth- 
ing drugs for eye complaints—such as 
glaucoma—could also be administered 
using HA. Unlike the Кылы еуе- 
drops which trickle down the cheek, а 

blob of HA containing a drug has enough 





The “dirty snowball” theory of Dr Fred 
Whipple, a veteran cometologist, has 
proved essentially correct: the dust is 
embedded in the ice, and the nucleus 
does not consist of a cluster of fragments, 
as had been suggested by rival theories. 
Dr Whipple did not predict the dark 
crust, which makes the nucleus one of the 
blackest objects in the solar system. It 
reflects about 4% of the sun’s light, which 
puts Halley on a par with some sorts of 
asteroid. Asteroids are the irregularly- 
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Headless chicken yields lubricant 




















































stickiness to remain on the eyeball. 

Anybody with the brains to make HA 
in large quantities is sitting on a gold 
mine. Fermentech UK, based in Woking, 
Surrey, and Diagnostics of Minneapolis, 
have both perfected ways to ferment 
pure HA in far greater quantities than the 
humble rooster does. They grow it in 
broths of bacteria that have been select- 
ed for their ability to produce HA. Four 
litres of broth is enough to supply Fer- 
mentech with four grams of HA. The 
process is continuous and churns out the 
acid in a range of grades. 

Fermentech is now seeking partner- 
ships with health-care companies capa- 
ble of turning the fermented НА into 
marketable products. Diagnostics, 
meanwhile, recently became the first 
company to receive approval from 
America’s Food and Drug Administra- 
tion for surgical use of fermented HA. 
Diagnostics plans to sell it under the 
trade name Viscoat for use in eye 
surgery. 













shaped lumps which fill the part of the 
solar system between Mars and Jupiter. 
Some of them may be burnt-out comets. 

The fact that the crust is made of 
carbon and that "organic" compounds 
(ie, those made of chains of carbon) were 
detected in the comet's aura has excited 
Sir Fred Hoyle, who champions a strange 
idea that comets carry viruses and bacte- 
ria and cause epidemics on earth. For 
putative tourists, vaccination certificates 
should be in order. 
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Twenty years ago on June 1, Surveyor 1 made the first soft landing on the moon, giving scientists their 


г first close-up look of the lunar surface and blazing a trail for the manned Apollo missions three years 
-..— Jater. The three-legged spacecraft, built by Hughes Aircraft Company, landed one second ahead of the 
‘originally predicted time and just nine miles from the predicted target point after traveling 240,000 miles. 
. Inthe following eight months, Surveyor televised 11,150 pictures, photographed the solar corona of the 
.. . Setting sun, made a color composite photo of the lunar surface, and measured the hardness of the lunar 
surface. By January 1968, four other Surveyors had made soft landings on the moon. They provided 
.... detailed scientific information about the physical and chemical character of lunar materials and added 
-immeasurably to the understanding of the physical processes that shape the moon's surface. 


Malaysia is guarding its skies against intruders with a new automated air defense system. The Malaysian. 
‚ Air Defense Ground Environment (МАРСЕ) detects and identifies all aircraft approaching Malaysian 
irspace. It uses advanced data processing equipment, large-screen displays, new communications 
systems, and a modern three-dimensional long-range radar. Should aircraft be identified as threats, 
-commanders can order fighter interceptors to take defensive actions. The Hughes system forwards target 
data from radars located throughout the nation to command centers, where computers process and 
display information. 










The oldest continually operating communications satellite has been turned off after 19 years of service. 
The first Applications Technology Satellite (ATS 1) was launched in December 1966, providing an 
important communications link over the Pacific Ocean. It was designed originally for a three-year 
mission, but surpassed its design life by more than six times. The Hughes satellite carried several 
scientific instruments, including a spin-scan camera that provided the first wide-angle pictures of the 
- Earth's full disc and helped meteorologists track storm fronts. ATS 1 also was used for communications 
during emergencies and for the day-to-day management of the U.S. Trust Territory of the Pacific Islands, 


. a group of more than 2,000 islands more commonly known as Micronesia. 






An infrared night vision system for helicopter pilots has been demonstrated successfully at sea on a US. 
Navy SH-2F Sea Sprite helicopter. The Hughes Night Vision System (HNVS), designated AN/AAQ-I6, is 
a low-cost, forward-looking infrared system. HNVS assists pilots in flying safely at night and enables 
them to detect and identify targets during surveillance missions. It superimposes infrared video, flight 

~ symbology, and navigational data on a single display, which can be mounted on the flight panel or 
projected onto a see-through helmet visor. The Sea Sprite is used for maritime surveillance, sea control, 
and anti-submarine warfare. It is known as the Light Airborne Multi-purpose System MKI (LAMPS) and 
is based on destroyer-class ships. 












.. West German F-4F Improved Combat Efficiency Phantoms equipped with AN/APG-65 radars will 
-enable the aircraft to remain effective through the end of the century. The APG-65 is the radar carried оп. 
. all F/A-18 Hornet Strike Fighters. It is an all-digital multimode system designed for both air-to-air and 
_ air-to-surface missions. In air-to-air operations, the APG-65 will give the Phantom a clean radar scope in 
_ either look-up or look-down attitudes. It will also provide track-while-scan capability, long-range search 

. and track, automatic acquisition of multiple targets, and several modes for close-in combat. Moreover, 

the all-weather sensor will give the F-4F ICE aircraft full capability for launching Amraam missiles. 
lughes, which developed and builds the radar, is under contract from Messerschmitt-Boelkow-Blohm 

he definition phase of the program. Hughes will also work with AEG-Telefunken on the program. 
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фи OF THE MAGAZINE IN YOUR 
STEELY GRIP AS AN ARCHITECT'S DRAWING. IT'S 
THE MISSING CORNERSTONE OF AN IMPORTANT 
NEW DEVELOPMENT AND IT'S NEEDED ON THE 
OTHER SIDE OF THE WORLD IN TWO DAYS TIME, 
OR EVERYTHING FALLS THROUGH. 
WHAT DO YOU DO? 
A. PANIC. B. BOOK YOUR DESPATCH MAN 
AN ECONOMY RETURN. С. CALL DHL 
IF YOU TAKE THE LAST OPTION, YOUR 
PROBLEMS ARE OVER 
DHL TAKE FULL RESPONSIBLILITY FROM 
COLLECTION TO DELIVERY. DOOR TO DOOR 
DESK TO DESK 
WE USE OVER 200 SCHEDULED FLIGHTS 
EVERY DAY AND NIGHT (AND THAT'S MORE 
THAN ANY MAJOR AIRLINE) 
LAST YEAR ALONE WE DELIVERED ON 
TIME TO MORE PLACES ROUND THE GLOBE 
THAN ANYONE 
AND AT THE LAST COUNT, WITH OVER 
700 FULL SERVICE OFFICES IN MORE THAN 160 
COUNTRIES. THE DHL NETWORK COVERED 
MORE GROUND THAN ANY OTHER EXPRESS 
COMPANY IN THE WORLD 
THE WAY WE LOOK AT IT, YOUR BUSINESS 
COULD DEPEND ON EVERY SINGLE SHIPMENT 
YOU MAKE. SOWE MAKE SURE OURS DOES TOO 
BLUEPRINT, DOCUMENT, PACKAGE OR 
PARCEL, ONLY DHL DELIVERS WHEN YOU 
WANT IT, WHERE YOU WANT IT, WORLDWIDE 


WORLOW/DE EXPRESS 
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Success 
The mark of a determined bank 

UBS Switzerland: 

the yacht that won the 

27,000 nautical mile 

Whitbread Round-the- 

World Race, a 6-month А 






endurance test 
for crews and vessels. 


Rank one: the result of perseverance, skill, and 
the coordinated interaction of specialists with 

a common objective. The kind of teamwork you 
experience when you bank with UBS. 


UBS — the successful bank. 


Worldwide network 
of UBS Far East: Tokyo, | 
Europe: Frankfurt, London, Hong Kong, Singapore ' 


Luxembourg, Madrid, 
Monte Carlo, Moscow 


São Paulo, Rio de Janeiro, Africa: Johannesburg i 
North America: А 
New York, Chicago, Los Buenos Aires Head Office of Switzerland 
Angeles, San Francisco, Middle East and India: Union Bank of Switzerland 
Houston, Cayman Is., Abu Dhabi, Bahrain, Bahnhofstrasse 45 


Montreal, Toronto, Calgary Beirut, Tehran, Bombay CH-8021 Zurich 





Latin America: México, Australia: Sydney 






Panamá, Bogotá, Caracas, 


Union Bank 
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BOOKS AND ARTS 





Of paddocks and plashing, 
purpresture and pannage 


It is hard to resist a book that begins: 


In my south Norfolk childhood I wondered 
why roads had bends, why lanes were sunk 
into the ground, what dogwood and spindle 
were doing in hedges, why fields were of odd 
shapes... These are difficult questions, 
and their roots go deep into the past. 


In laying bare such roots, Mr Oliver 
Rackham has produced a study, The 
History of the Countryside (Dent; 
£16.95), as quirky and rewarding as the 
English countryside itself. It describes 
both a public world of Roman roads, 
royal forests and Dutch elm disease, and 
a secret world of paddocks and hedges 
(plashing), of illegal enclosures (purpres- 
ture) and pasture (pannage). His is a 
book to be wandered in rather than 
ploughed through, the work of a natural 
scientist with an artist’s eye (Mr Rackham 
is Britain’s leading authority on wood- 
lands). It is full of answers to questions 
that others have not had the wit to ask. 

{ Who took the most important historic 

* photographs of the English countryside? 
Answer: Hitler’s airmen in the summer of 
1940, contemplating invasion. Who are 
the countryside’s greatest enemies? 
Farmers and foresters, who do more 
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damage each year than all the urban 
developers put together. Why are Roman 
roads so straight? Not all of them are. 
Stane Street, west of Colchester, is rarely 
two miles straight at a stretch. The arrow- 
straight roads, like the Fosse Way, were 
probably military roads, built by Roman 
soldiers with no expense spared. 

Mr Rackham’s account of the spread of 
Dutch elm disease is characteristic of his 
approach. The disease, it turns out, is not 
Dutch (the Dutch merely studied it) and 
has almost certainly been present in Brit- 
ain for millennia. A good indication that 
elm disease long predates the twentieth 
century is the elm’s association with 
death. St Martin and St Zenobius re- 
stored dead elms miraculously to life; 
Falstaff was addressed as "thou dead 
Elme". The withered trees in Renais- 
sance Italian paintings are also elms. 
Dead trees in the pre-chemical country- 
side must have been an uncommon sight. 
Only the disease still ravaging Britain and 
America today will explain why the elm 
once meant death. 

Inevitably, Mr Rackham's book will 


have a larger sale in towns than in the. 


country: the British are an urban people 
with rustic pretensions. That is presum- 





ably why so much of Mr Russell Cham- 
berlin’s The Idea of England (Thames and 
Hudson; £9.95) is devoted to stately 
homes, storm clouds over the Lake Dis- 
trict and old ladies in country pubs. 

Mr Chamberlin’s subject is the books 
written since the early middle ages by 
travellers who set out to “discover” Eng- 
land. Some of his chosen writers (Chau- 
cer, Defoe, Cobbett, Priestley) are well 
known, Others (Leland, Stukeley, Celia 
Fiennes) much less so. His treatment of 
both groups is amiable and discursive. No 
single “idea of England" emerges, nor 
even sequences of related ideas. The 
book should have been called '"Impres- 
sions of England". 

Impressions can be worth a lot. Travel- 
lers from the sixteenth century onwards 
seem to have been struck by two aspects 
of English life: its democracy and its 
potential for violence. The Frenchman, 
Jean Grossley, noticed how on London 
Bridge in the sixteenth century, people 
mixed together, jostling each other re- 
gardless of rank. Such a thing could never 
be seen in Paris. Other foreigners, like 
the Venetian Orazio Busino, were horri- 
fied by the delight the English took in 
public executions. And—though they 
would hate to hear of it now—the English 
were once renowned for their cruelty to 
animals. A German traveller noted that 
to the English the fun of cock-fighting and 
bear-baiting lay not in the contest but in 
the pain inflicted. 

Enjoyment of cruel sports was not 
confined to the labouring classes. Ac- 
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In 1815, Napoleon was defeated and the 
Rev Edward Jones, an itinerant Wesley- 
an Methodist preacher based in North 
Wales, had his first son. 

Edward Jones kept his diary in Welsh, 
wrote an autobiography in. English and 
meditated on holy writ in both languages 
(Welsh in the morning, English in the 
afternoon). His son Hugh also became a 
minister, and in the same town—but as 
its Anglican vicar. He kept his diary. in 
English but he, too, was at ease in either 
tongue. At Llanrwst, from 1868 to 1890, 

. he preached in the old parish church in 

| Welsh and to the English-speakers in the 
z ¿new church built for them in 1842, Of 
Нові 11 children, three sons and two 
| daughters were sent to English “public” 
¿i< schools, and four made careers outside 
|; Wales. Llanrwst remains bilingual but its 
| Anglicans are back to one church: the 
|. new one fell into disuse after 1945, and 

; eventually into ruin. — . 

So much.for history by anecdote. In 
their way, the two forgotten Welsh min- 

| isters speak for the past по less than the 
French emperor— provided they can be 
put in context. 

Enter the context—history by num- 

` bers. The Digest of Welsh Historical 
Statistics by Mr John Williams (Welsh 
Office; £17.50, paperback, £10) is a mon- 
umental collection of the statistics (with- 

: out which history is often a damned lie), 

` plus the cautionary footnotes (without 
which statistics are invariably bunk), of 
Welsh life. 

_ The figures—comparable, as far as 
may be, with existing collections for 
Britain as a whole—mostly run, with 
inevitable wide gaps, from the early 
nineteenth century to 1974. Decades of 
future historians will be grateful for such 
a solid work of reference. 


cording to Mr Jonathan Brown in The 
English Market Town: A Social and Eco- 
nomic History 1750-1914  (Crowood 
Press; £12.95), these blood sports often 
enjoyed the patronage of the rich and 
respectable until well into the nineteenth 
century. A parson at Petworth in Sussex 
was even said to “enjoy a set-to between 
services". Acts of Parliament in 1835 and 
1849 designed to suppress cock-fighting 
and bear-baiting were widely ignored. 
Only when opinion among the fashion- 
able-turned against cruel sports, did they 
decline. Even so, it took 20 metropolitan 
policemen and a contingent of dragoons 
to suppress an annual bull-run in Stam- 
ford in Lincolnshire in 1839. 

Mr Brown, like Mr Rackham, is adept 
at tracing the unfamiliar historical pro- 
cesses that often underlie everyday sights. 
Only towards the end of the nineteenth 
century did most medium-sized English 
towns acquire the two or three streets 
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| Keeping up with the Joneses 


Casual dippers-in will learn things that 
may surprise them. For instance, that as 
late as 1891, 55% of Wales's inhabitants 
could speak its language; that its Angli- 
cans have weathered the twentieth cen- 
tury better than their non-conformist 
rivals, while the dozen Catholic churches 
of the Rev Edward Jones's day have 
multiplied more than twenty-fold; that 
infant mortality.in 1900, about ten times 
today's figure, was higher then than in 
1850; that Welsh emigration reached a 
peak in 1921-31, with a net outflow of 
10% of the population in that single 





Hugh Jones, pastor and statistic 


decade; that unemployment ran at 20- 
25% for four years before the great 
slump of the 1930s began. 

And that the £700 on which Llanrwst's 
rector kept his family in the late nine- 
teenth century was 15-20 times as much 
as its farm labourers had for theirs. 


near the town centre that became their 
"shopping areas". Until then, craftsmen, 
manufacturers and retailers were all jum- 
bled together, the same person often 
playing all three roles. At Abingdon in 
Oxfordshire, a bricklayer, a brushmaker, 
three hat manufacturers, two slop sellers 
and a mason had premises in the High 
Street in the 1820s. By the 1890s, all had 
gone, to be replaced by a post office, a 
china-and-glass dealer, a tobacconist and 
a photographer. 

The coming of the railway had a mark- 
edly different impact on different market 
towns. Colchester, linked to London, 
prospered; Abingdon, by-passed three 
miles to the east, stood still. Such was the 
railway's importance that merchants in 
Colchester tried to prevent the line's 
extension to Ipswich. Where the railway 
came, it not only brought new business 
from outside but increased local employ- 
ment. The staff at Hitchin station in 








Hertfordshire, from station master to 
errand boy, numbered. around 70 at the. 
beginning of this century. Now, Hitchin 
station has a staff of 23. 

The scale of past employment has right- 
ly led Messrs Jeffrey Richards and John 
MacKenzie in The Railway Station: A 
Social History (OUP; £15) to deal in detail 
with the station as a place of work. In 
America, station staff were usually re- 
cruited from other transport industries 
(shipping and the old stage-coaches and 
freight wagons). In Britain, they came 
from the ranks of agricultural and general 
labourers. Prussia and France were un- 
usual in reserving a large proportion of 
railway jobs for ex-soldiers. 

Messrs Richards and MacKenzie cast 
their net wider than the other authors. Mr 


‘Brown and. Mr Chamberlin are interested 


exclusively іп England. Mr Markham ` 
mainly concerned with England (thou; 
since his powers of observation never. 
flag, he is apt to point out that English 
hedges, for example, are establishing 
themselves in, the Texas prairies). But 
Messrs Richards and MacKenzie write 
about the railway stations of the world. 
Their eight-page index of stations pulls 
out of Abbeville, France, and reaches its 
destination at Zurich North-East, with 
stops at Huancayo, Peru, and Osharovka, 
Russia, along the way. 

The temptation is to dismiss “The Rail- 
way Station” as a book for railway buffs 
alone. This would be a mistake. The 
authors have used the station as a sort of 
tracer element to look at the history of a 
wide variety of social changes in the 
nineteenth and twentieth centuries. And 
changes of unexpected kinds. Mass rail- 
way travel in the 1850s and 1860s did at 
least as much as the public library to 
encourage the habit of reading. The st 
tion bookstall and cheap railway libra 
acted as powerful agents of civilisation. A 
French observer in 1860 noted: 


Practically everybody passes the time read- 
ing while travelling on the train. This is so 
common that one rarely sees members of. à 
certain social class embark on a journey 
without first purchasing the means by which 
they can enjoy this pastime. 


Financial deregulation 
Capitals of capital 


THE FINANCIAL REVOLUTION. By Adrian 
Hamilton. Viking. 268 pages. £12.95. 
Also available 4 in America from Viking. 





This is a timely Book. bat not—like so 
many books written by journalists about 
current issues—a rushed one (the author 
is. the industrial editor.of the Observer). 
Most important of its negative virtues, it 








Tokyo muscles in 
Average daily turnover of major 
foreign-exchange centres 
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not parochial. Instead of producing yet 
another tome about London's Big Bang, 
Mr Hamilton has accorded separate chap- 
ters to London, New York and Tokyo, 
the three cities on which the telephone 
lines now used to trade stocks, bonds or 
currencies round the clock converge. 

The most useful chapter—because the 
subject is least written about—is on To- 
kyo. Mr Hamilton points out that Japan is 
liberalising its financial markets faster 
than anybody thought likely even a year 
ago. Foreigners like to think the govern- 
ment is being forced to open up but Mr 
Hamilton argues convincingly that liber- 
alisation reflects the competitiveness of 
Japan's financial institutions. Even in the 
foreign-exchange market, where Tokyo is 
not one of the big three, it is growing 
faster than its rivals (see chart). 

Will the world economy as a whole 
benefit from Big Bangs? Mr Hamilton 

»mes down judiciously between the 

oomsters, who worry about the creation 
of “а casino society" and the freemarket 
apostles of deregulation. On the one 
hand, he says, the average depositor is 
better off today, thanks in part to in- 
creased competition and the marketing of 
new products. On the other, the current 
fad for swapping and securitising debt is 
weakening the link between lenders and 
borrowers. The warning of Salomon 
Brothers’ Mr Henry Kaufman—"We are 
drifting toward a financial system in 
which credit has no guardian’’—has yet to 
receive a satisfactory answer. 

Mr Hamilton, however, worries too 
much about the possibility that finance 
has taken on a life of its own. He some- 
times sounds like an industrialist whining 
about the "real" economy being over- 
whelmed by spivs from the City of Lon- 
don or Wall Street. If a financial market 
stops working in the interests of those it is 
meant to serve, it will blow itself out, a 
victim of speculative excess. 
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EEC 
Three’s a crowd 


PARTNERS AND RIVALS IN WESTERN 
EUROPE. Edited by Roger Morgan and 
Caroline Bray. Gower. 275 pages. 
£22.50. 


Jean Monnet, one of the founders of the 
EEC, said that the British were more 
comfortable with facts than ideas. One of 
the ideas they are least comfortable with 
is the idea of Europe. This series of 
essays—edited by two British members of 
the European Centre for Policy Studies 
and covering everything from cultural co- 
operation and defeyce to high-tech and 
foreign policy—explains why the axis of 
Europe runs between Bonn and Paris and 
why Britain, so far, has been left out. 
Whether expressed in the frequent 
meetings between French president and 
West German chancellor, or in the system 
of cultural exchanges by which 130,000 
people a year work and study in the other 
country, or in opinion polls that regularly 
show each country seeing the other as its 
most trusted partner, the Franco-German 
bond remains pre-eminent. But the seat- 
ing at Europe's top table can change. As 
Georges Pompidou grew suspicious of 
West Germany's Ostpolitik in the early 
1970s, he flirted with Mr Edward Heath. 
Relations between states, as between 
national leaders, have to be worked at. 
Even in the heyday of "Helmut" and 
"Valéry", the Franco-German bond 
needed a watchful eye. What looked like 
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a watertight deal on the creation of the 
European Monetary System in 1979 was 
nearly scuppered by an argument (quite 
unconnected) between France and Ger- 
many over the "monetary compensation 
amounts" which the CAP allows countries 
to pay their farmers. 

Civil servants in Bonn and Paris tend to 
think that their two countries have done 
as much as possible to give substance to 
the idea of Europe; further European 
integration, they reckon, depends on 
Britain becoming a less prickly partner. 
What are the chances of that? In theory, 
contacts between policymakers in Lon- 
don and Bonn ought to be close. At first 
glance, they are: civil servants and politi- 
cians regularly attend Kónigswinter con- 
ferences together (attempts to set up a 
sort of Roi d'hiver conference for France 
and Germany have failed). The two coun- 
tries work well together in NATO. and 
share a friendliness towards America. 
Yet Britons seem content merely to mud- 
dle along. without trying too hard to 
improve Anglo-German co-operation. 

Oddly, under one of the most little- 
Englandish of recent British prime minis- 
ters, the link between Britain and France 
is becoming closer—and the signing of an 
agreement to build a Chunnel gives ex- 
pression to it. But most contributors to 
"Partners and Rivals" suggest that a new 
concordat is unlikely to make a difference 
for years to come: the two countries’ 
foreign ministries still tend to jump to 
conclusions about each other which are 
decades—if not centuries—out of date. 
From such prejudices do the malentendus 
of Anglo-French relations arise. 


The rules are changing in the international art market. What was once a 
gentlemanly and clubbish world is being prised apart by anti 
laws, takeovers (Sotheby's in 1983), and law suits (Christie's, also the 


subject 
mystique is going, going... 


Mr David Bathurst resigned as chairman 
of Christie's last July after admitting that 
he had lied in 1981 when he told the 
public (though not the vendor) that a 
painting by Gauguin had been sold at 
auction for $1.3m and a Van Gogh for 
$2. 1m. In fact, Christie's had sold neither 
of them; the paintings had been with- 
drawn after failing to reach their secret 


of takeover rumours, is being sued for all it is worth). The 


minimum or "reserve" prices. The aim 
was to trick bidders into thinking that 
demand for post-Impressionist paintings 
was as keen as ever. 

For the past nine months, New York 
city's Department of Consumer Affairs 
has been looking at ways of stopping such 
attempts to manipulate prices. It has 
come up with a proposal which will force 
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auctioneers to announce immediately af- 
ter bidding ends whether a work has been 
sold or not. At present, only an inquiry 
from a sales clerk after the sale is over will 
reveal which pictures failed to reach their 
reserve prices. The new rule is due to 
come into effect on July 4th. 

Neither Christie's nor Sotheby's say 
they object to the proposed change. They 
claim the Bathurst scandal was exception- 
al: when approached by a journalist after 
the sale, they say, Mr Bathurst panicked. 
It is true that, on the face of it, the new 
requirement will make little difference: 
the number of unsold lots is already 
published the day after an auction, and a 
full price list is distributed a couple of 
weeks after the sale. But, by announcing 
unsold lots while an auction is in progress, 
the auctioneer will give bidders a better 
sense of the market price. Since the art 
market depends heavily on guesswork 
and sentiment, this matters. 

What the auction houses really fear, 
however, is being forced to announce the 
reserve price in advance of a sale. Many 
New York dealers were disappointed that 


the new regulations will not force the 
auction houses to disclose the reserve 
price in advance. 

Christie's and Sotheby's say that to do 
so would harm them and their clients. If 
the reserve price were known, they argue, 
auction houses would become little differ- 
ent from antique shops. The market price 
could not establish itself during an auc- 
tion because the minimum price would 
tend to become the maximum: bidders 
would be unlikely to bid far above it. The 
auctioneers also say the real reason deal- 
ers want to know the reserve prices is that 
they could then form "rings" to agree not 
to bid above the minimum. 

Mr Angelo Aponte, the commissioner 
of the Consumer Affairs Department, 
says the agency decided not to take this 
step because it might mean New York 
would lose its place as the centre of the 
international art market. But the new rule 
reflects a wider determination to remove 
some of the unfair advantages that auc- 
tion houses have had for many years. The 
Westminster City Council (which licenses 
the auction houses) is preparing a list of 


All the fun of the fair 


One phenomenon above all others sym- 
bolises the growth of the leisure industry 
at the expense of manufacturing: the 
world's fair. Once, such fairs were places 
to do business and show new products. 
At Vancouver's Expo $86, howev- 

` er, 43,000 stage and street performances 
are being given during the six months of 
the fair. The performers include artists 
from the Kirov ballet and Britain's Na- 
tional Theatre and street actors from 
round the world who entertain the 
crowds while they queue up for hours to 
see the pavilions. After a string of disas- 
trous fairs in the 1970s, Expo 86 looks 
likely to be a success. 

World's fairs are descended from the 
great expositions (thus Expos) of the 
latter half of the nineteenth century. 
These doubled as trade fairs and carni- 
vals, providing show cases for new tech- 
nologies and giving visitors their first, 
cartoon-simplified, views of foreign 
countries. London's Great Exhibition of 
1851, Chicago's World's Columbian Ex- 
position of 1893, and Paris's Exposition 
Universelle of 1900 all brought immedi- 
ate economic benefits to the host coun- 
tries: the Paris fair drew 48m visitors, 
earning tourist revenue for the city and 
future customers for French exports. 

Increased export sales are still the 
carrot dangled before governments to 
cajole them into meeting the not incon- 
siderable expense of a world's fair. 
While these costs have been rising 
steadily, the fairs have been squeezed 
between trade shows for individual busi- 


VANCOUVER 


ness and permanent theme parks like 
Disneyland or Epcot. 

None of the four world's fairs held 
since Osaka's Expo 70 has attracted 
more than 11т people. The New Or- 
leans World Fair of 1984 needed 12m 
customers to cover its costs; only 7m 
came and losses were estimated at 
$100m. Even the price of success can be 
high. Expo 67, the last world's fair held 
in Canada, captured the imagination of a 
decade, brought a record 50m people to 
Montreal, was praised for its innovative 
architecture and design, and lost the city 
C$73m (then $68m). 

So it took courage—some would say 
foolhardiness—for a city to play host to a 
world's fair. Vancouver has been plan- 
ning for five years and has invested 
C$450m ($325m) in the site alone. When 
Expo 86 closes, the cost will have 
reached C$1.5 billion—C$800m from 
the city. C$700m from nations, provinces 
and corporations which have built pavil- 
ions there. Expo 86 has attracted the 
largest number of international partici- 
pants to appear at a world's fair. 

Revenues, with a forecast 13.7m ad- 
missions, will account for only 61% of 
the expenditure, the rest being carried 
by the Canadian taxpayer. But the show 
has already exceeded its own expecta- 
tions: 13m tickets had been sold by 
opening day and the 13.7m target seems 
certain to be surpassed with ease. The ill 
wind of transAtlantic wimpishness has 
blown through Vancouver: American 
tourists have flocked to Expo 86 rather 





minor changes to protect customers, in- 
cluding rules to prevent "insider trading" 
by the auctioneers’ own staff. These 
changes are due to be approved at the 
next council meeting on June 23rd. The 
council. however, decided not to ask the 
London dealers to announce during the 
sale if an item has remained unsold. 

Christie's may be relieved by this con- 
cession, but its troubles are far from over. 
It is being sued for £33m ($49m)—as 
much as its total assets—for giving alleg- 
edly bad advice to an art investment fund. 
Cristillana, the original owner of the 
Gauguin and Van Gogh paintings, says 
that Mr Bathurst deceived it into thinking 
the two post-Impressionists would fetch 
high prices in order to persuade it to put 
the paintings up for sale at Christie's. 
Though dismissed by the New York su- 
preme court in 1985, this claim was rei: 
stated last week on appeal. The case 
likely to be decided in the early autumn, 
but it has already resulted in an important 
ruling: auction houses can now be sued by 
vendors if they give misleading advice 
about prices. 


Expo's ball, not Epcot's 


than go to Europe. 

For its success, however, the fair can 
thank not only terrorists and performers 
from the Kirov ballet but the willingness 
of companies to junk business for enter- 
tainment. Companies have built some of 
the most intriguing pavilions at the fair. 
In the General Motors pavilion, for 
instance, an Indian chief sits by a fire 
telling stories; suddenly he vanishes in a 
puff of holographic smoke. It has little to 
do with cars, but everything to do with 
enthralling the customers. 
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India to 1990: 


HOW FAR WILL REFORM GO? 


What are the results of the recent economic liberalisation 
in India? Can it continue, and what would be the outcome 
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of World £88, 
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Marketing Department (END) 
40 Duke Street 10 Rockefeiler Plaza 
London WIA TOW, UK New York, NY 10020 USA 
1 01-493 6711 Tek: {212} 541 5730 
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COURSES 









45m жишш кы еей рай ee ; 

l otters * 
the best in selt-instractional foreign i 
language courses using audio cassettes 
featuring those used to train US. State. — s 
Dept. personnel in Spanish, French, Thai, м 
German, Japanese. 


каго” Learn § 


| Corporate Finance 
| Evening Programme : 

... For Managers Han а foreign : Wi a 
 andProfessional Staff ||: l you own! | eee ae, 


ол with French participants for 7 
For Catalogue, call or writ ~ 
This Programme meets on Monday evenings throughout the academic year [| к Audio Forum, Sue бав, = Intenshe daysi ipt the DORDOGNE 
© that otherwise fully committed managers can attend an intens ensington troet, Chateau LA VALOUZE 
Pa nai ooe y anag atendan intensive London WB 4LL. 01-937 1647, tel: 5391 ц 2B iiLefévre CIEL.BP. 180 
rogramme covering accounting, corporate financial decisions, and financial tenes eee mm m НЕ CHALAIS : Fronce 
lanning and policy. The Programme provides a thorough coverage of the " 
roundwork and current issues in corporate finance, and is taught by 


З experienced faculty of the London Business School. 
Dates and Fees | 
“Whole рговгатте: 6th October 1986 — 29th June 1987 £1850 


“First Тент: Accounting Tools for Managers 
6th October - 8th December 1986 £750 
Second & Third Term: Corporate Finance 

12th January — 16th March 1987 

27th April ~ 29th June 1987 
Dinner and all materials included in fee. 
“For adetailed brochure please contact: 
Susan Park, Registrar, Corporate Finance Evening Programme, 

London Business School, Sussex Place; Regents Park, London NW] 4SA. 


1: 01-262 5050 Ext. 268 
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Send detailed résumé оп work ffe and academic experience tora по 
cost evaluation 
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Carnegie Mellon ыы E 


Program for Executives | 
Pittsburgh, Pennsylvania 


РИЧЕ 21-October 30, 1986 March 1-April 9, 1987 
An intensive six-week program that has been training upper-level managers since 1954. 


Participants Objectives 

‘The program is designed for experienced executives holding The program is designed to: г 

general management or specialist roles in the higher echelons of * develop an integrated view of management І 
their organizations. Approximately 25 percent of the participants • emphasize the company's strategic fi fit iri its competitive 
are from countries other than the United States. environment 


Program • increase analytical, communication апа leadership skili s 


Program content is integrated and wide-ranging. Topics include: Fees ; 
management of competitive strategy, global competition. The tuition of $8,500 (U.S.) includes course notes, books, 
» “accounting and financial management, economics and the busi- materials, some meals, and the use of computers, librarios, а апа 


ness environment, human resources, management of technology, athletic facilities. Room charges are $2; 400 u 5. ) forthe sixweek 
marketing, and.crisis management. | period. 




















Faculty кт ; Further information 


instructors are from бып Мейо lon University’s Graduate School Please contact: Robert Dalton; Associa Dean/Director of Execu- 
; of industrial Administration and-other leading universities. Classes : tive Education, Graduate Schoo ministration, 


_are supplemented by frequent guest lectures by leading Carnegie Mellon University, Pittsburgh 
; ists, educators and етеп | (412) 268-2304. Теїех.469002. 
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#——THE WAY WE * | 





DEVELOP MANAGEMENT] _ 
SKILLS, AT HENLEY, 
‚| ISSTRICILY BUSINESS. 





BUSINESS is the key word in Henley’ unique We at Henley have an ever-expanding $ 
approach to making the most of management. programme of residential, in-company and Distance А 
It is no longer enough for key personnel to have Learning courses supported by our valuable links ; 
undoubted ability and superb skills. with Brunel-The University of West London and : 
Their talents need to be properly harnessed and The Henley Centre for Forecasting. 1 
integrated. This is where Henleys singular combin- Today we offer a full range of services varying 1 


ation of academic excellence and business 
acumen comes into its own. 


_ from the development of individual managers 
through to long-term strategy 



























Sound practical development and organisational 
experience is essential 37 change. 
in today’ business No other college can 
environment and the so perfectly tailor a 
practical nature of Henley management education 


enables managers ж a p Mr „ ) не package to fit the 
to reach their full 2A tor om 236 „> : WAR needs of a particular 
potential. S. i "^". organisation or 
We believe - individual. 
in nurturing indiv- | То discuss how 
idual managers 433 , W Wee Henley сап meet your 
overacareer ЕЕ “Ше — NETS €» or your companys 
span. We see pue. Y needs, phone Professor 
ourselvés as a & David Farmer or Jennie 
resource which ut Laird on 0491-579086 
managers will have — 77 э. or write to:-Henley 
the chance e es aibi nali ETC " а -The Management 
return to. To 2 wea MES. mee M. WE College, 
refreshed. To D aA Е ТЕР азы. Greenlands, 
step outside the UT N C s IET S v NÉ Henley-on- 
daily routine. Ert s P Eu PP j : 1 i Ew '** A Thames, 
Toenablethemto 7^ 7 ДР эд AUT Oxon RG9 3AU 


develop a greater perspective. All things which 
are difficult to benefit from in the normal 


course of a job. „НЕ NLEY we 
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APPOINTMENTS: 


University of Birmingham The Queen's University of Belfast University of the West 


Department of Industrial Economics | | indies 
and Business Studies RESEARCH Cave Hill Campus—Barbados 
LECTURESHIP FELLOWSHIP SENIOR LECTURER/LECTURER IN 
A Lecturer.is required to lead MBA Department of Agricultural Economics ACCOUNTING in the Department of 
Courses in, principally, Strategic Man- m Management Studies, Faculty of Social: i i n 
_ , : The above Fellowship, supported by a | м à of b salary 10 staff making own 
agement/Business Polícy. Candidates T grant by Food For Britain, Бе available Sciences. The successful applicant ‘housing arrangements. UWI contribu- 
may be Ecoriomists.or have a disciplin- |^] for one year to contribute to a study on should be competent to teach: i) Finan- боп. of equivalent of 10% of basic 
ary background in either marketing or “Alternative Crops for Northern tre- cial Management and Management salary to Superannuation Scheme. An- 
Rrganadtonar behaviour: The appoint: pate аем {ү Ар Accounting; ii) Auditing. Preference will nual Study and Travel Grant for self, 

г теле wil De tor three years in the first | | the successful applicant will hold a | | be given to applicants who аге або Spouse and up to three children. Book 
instance, commencing 1 October 1986, good honours degree in economics, competent to teach: i) Business Eco- grant up to BDS$600 per annum. De- 
or as soon as possible thereafter. agricultural science or realted disci- nomics OR ii) Business and Economic failed applications (three copies) giving » 

full particulars of qualifications and ex- 


Salary on the scale £8,020-£15,700 plines. A postgraduate qualification is Policy. Duties to be assumed by 1 
Е - perience, date of birth, marital status 


two-year appointments. Unfurnished 
accommodation at 10% of basic salary: 
of optional housing allowance of 20% 


icultural economics, farm manage- А 
plus USS, ae akening Or Килен с; September 1986 or as scon as possi- 


; "T and/or some experience in agricultural/ ble thereafter. and the names and addresses of three 
lily bein elites согот н ад ег heh ps SALARY SCALES (under review): SE- (3) referees should be sent as soon as Ё 
: University of Birmingham, PO Box 363, feng. as would the use of main- NIOR LECTURER: BDS$41,976 x possible to the CAMPUS REGISTRAR, | 
: Birmingham B15 2TT, to whom the frame or micro computer techniques. 1368-50,184 x 1464-54576 (B) x UNIVERSITY OF THE WEST INDIES, © 
“forms should be returned by 4 July Salary range: £8,022-£9,879 рег 1464-57.504 per annum. LECTURER: РО BOX 64, BRIDGETOWN, BARBA- 
1986, quoting reference number C/ annum, BDS$31,644 x 1368-39,852 (B) x DOS. The University will send fu 
1813. Applicants, quoting ref. B6/N, shoud 1368-48,060 per annum. Up to five full — particulars for this post to all applic _ 
are T submita curriculum vitae including the economy class passages plus bag- . These particulars may also be obtained... 
An Equal Opportunities Employer. names and addresses of three referees gage allowance of US$1,200 for mar- . from the Association oft Commonwealth 
: ! to the Personnel Officer, The Queen's ried persons on appointment and nor- ~ Universities (Appts), John Foster. 


prosint d ir Be iA dsl mai termination (US$800 for single House, 36 Gordon Square, London . 


! | : Jars may be obtained. persons on two-year contract). Special ^ WC1H ОРЕ. 
GROUP OFFICER - 
DUM. Е 


WORLD DEVELOPMENT мај 
БЕ 5 EJEJ@ APPOINTME! 
Britain's main pressure group on. Third 4 7 ? 
fats Stn tn Srna эше — 
j Gies, has а new post of Groups апа The Service broadcasts for 90 minutes per day in 
Membership е, ihe jop, based in i | Indonesian and 15.mmutes per day in Malay. We are 
work of over 150 local action groups.Sa- looking for a Senior Producer who will work and 
wh ihe post is (y 520 twa year deputise for the Programme Organiser on the entire. 
contract. Far Eastern Service range of managerial, administrative and editorial work of 
Full: details, job descripton and ап í the Indonesian/Malay section. : 
Soiree WOW, Benne by June | SENIOR You must have proven managerial and 
Covent Garden, London WC2E ВНА. administrative ability, highly-developed political 
Telephone 01-836 3872. PRODUCER judgement and a knowledge of current affairs, . 
particularly in relation to the target areas. Proven writin 
ability and knowledge of ош Malay and ^. 
considerable experience of radio production — ога . 
£13,341-£17,006* substantial knowledge of the target area are also 
essential. : 
ч ы Based Central London. | mum 
[University It is expected that interviews for this post will be held 
‘de la Romande on 14th July 1986. ea | (Ref. 9955/ЕС) 


іпаопеѕіап/Маіау 
Service 


International University offers : m 
external degrees. Full credits for We currently seek a Report Writer to prepare copy, 
life/career experience. under supervision, for the daily summary of World. ' 
Neil Gibson & Company, - is Broadcasts and Weekly Economic Reports. You will 
Dept. T.E., Р.О. Box 3, е ; also be sub-editing a large volume of material 
Sudbury, Suffolk, England. transcribed from foreign broadcasts, quickly and = 
' ВЕРОВТ accurately into. good English to meet daily deadlines. · 
WRITER You should be able to demonstrate, through relevant 
| ехепепсе, ап Understanding areno a ates. 
А Я reference will be given to candidates with specialist 
err ERR knowledge at degree level or equivalent of one or more 
, d of the areas covered by the SWB (USSR, Eastem 
Europe, Far East, Middle East, Africa and Latin 
America) whilst ability to type/word process — or. . 
willingness to learn — àrid a command of a foreign 
language are also desirable. : : 
Based at Caversham, near Reading. (Ref 9984/EC) 
‘Plus allowance of £569. =. : СРИИ 
We are an equal Relocation expenses considered. eee oe 
opportunities employer Contact us immediately for application form (quote . 
appropriate ref. and enclose s.a.e.) BBC Appointments, — 
London W1A ТАА. Tel 01-927 5799 и ooo oo 


Менада, CA $4947 (415) 382-1600 





rsity of Manchester 
ment of Econometrics and 


THE EUROPEAN INVESTMENT BANK 


is the European Community's bank for long-term finance. - 


. Applications are invited for a Lecture- 
shi perational Research within the 


The EIB finances projects in the twelve Member Countries of the EEC 
and in more than seventy other countries in the Mediterranean, Africa, 
‘the Pacific and the Caribbean. 


The Bank's staff are recruited from Member Countries and work in multi- 


opportunities for the 
date to develop his or 
research interests. 

t would be interested in 


еа! ready ad teaching, research or 
ial experience. Salary within the 
8,020-£9,495 per annum. Su- 


national teams. 
The Bank is seeking an: 


ECONOMIST im (ret. Ет 8606) 
(aged 30 to 40) 


for its Research Directorate. 


Duties: the successful candidate will be joining the team of economists comprising the Division 
for General Research on EEC Member Countries. His/her duties will be to: | 

s of economic trends and prospects in various Member Countries, italy in 
particular, with the emphasis on: 

* regional polícies and problems; 

* structural developments and the investment outlook; 
G appraise specific investment projects; ; 
tJ formulate opinions on the impact on Bank activity of both the economic situation and 
economic trends in Member Countries. : 


Qualifications: candidates should be qualified economists with.a university de ree and should 


O conduct ana 


have kept up to date with the latest developments in the field; They will have to є 
ten years’ professional experience in economic research with a significant research portfolio to: 
their credit in regional economics or capital investment. Also required are an aptitude for sound 
analysis and the ability to draft rapidly in a clear and concise manner. i 


Languages: very good working knowledge of English or French and a good command of the 
other language. Knowledge of Italian an advantage. 


The Bank offers very attractive terms of employment, a generous salary commensurate with 
qualifications'and experience, and a comprehensive welfare scheme. 


Applicants, who must be nationals of Community countries, should apply in writing, enclosing а 
detailed curriculum vitae and a photograph and quoting the reference ET 8606, to: 


EUROPEAN INVESTMENT BANK 


. 100, Boulevard ннер ени 
L-2950 Luxembourg. 


Applications will be treated in strictest confidence. 


ОЕ 
ECONOMICS 


RER Il (Temporary tor 2 years) 
is ев Оте F12 945 , 


uccessful candidate will be 
expected to teach economics on а 
range of courses from sub degree 
o honours degree level and to 
onduct research in his/her specíal 
area: 
| Application forms and further particu- 
ars may be obtained from the Person- 
пе! Section, North Staffordshire Poly- 
technic, College Road, Stoke on Trent 
T4 2DE. Tel: 0782 45531, ext 211. 


ing date for completed applica- 
July 1986. 


d HVA-Holding bv | 


The HVA group of companies provides 
Management, Consultancy and Procurement 
services and acts as a contractor to agro- 


industrial. projects in (sub)tropical areas. The | 


| projects include sugar, tea, palmoil, dairy and 
poultry. 
At present over 300 experts are employed 
throughout the world. - Е 


| For projects in the Middle East and Africa, 
vacancies exist for the position of: 


_ financial controller. 
middle east and africa 





Successful applicants will: 

- beincharge of day to day financial 
management and statutory 
accounts | 

~ be involved in analysing and 
compiling reports on budgets, 
forecasts, cost control and 
international funding. 


| - develop and introduce internal 


audit procedures. 

- investigate the possibility of com- 
puterization of accounting pro- 
cedures. 


We are looking for a graduate char- 
tered accountant with at least five 
years of experience in financial 
estate management, who is famili- 
ar with implementing accounting: 
disciplines and standard practices. 


er from five to. 


У. 


He should have the ability to work 
co-operatively and effectively as a 
member of a cross-cultural team. 


Afully competitive expatriate salary 

is offered. Benefits include free 
accomodation, medical ‘attention 
and education allowances/free 
holiday passage for children. 

The initial appointment will be for a 
period of two years with possibilities 
for renewal and advancement. 


Applications giving full details of 
qualifications and experience 
should be sent to: Mr A. Wayers ~ 
HVA-Holding by — PO. Box 
19718-1000 GS Amsterdam - — . ; 
The Netherlands ~ Tel: 020-220088: 





APPOINTMENTS 





THE UNIVERSITY OF NEW ENGLAND 
| | Equal Opportunity is University Policy 


DEPARTMENT OF AGRICULTURAL 
ECONOMICS AND BUSINESS MANAGEMENT 


LECTURESHIP 


Duties include contributing to undergraduate and postgraduate teaching of the 

department which ranges over general agricultural.economics, farm and business 
E management, resource economics. and marketing. An interest in agricultural 

business management would be desirable but applicants with other relevant 

Specialisations will be considered. 

Applicants should normally hold а PhD in agricultural or applied economics, or an 

equivalent qualification, and have experience teaching at a university. Familiarity 

with the Australian agricultural ecónomy and proven research capacity in applied 

economics or management aré desirable. 

informal enquiries to Professor Jock В. Anderson. Tel: 61 67 732232. 

SALARY: A$27,233-$35,777 per annum 

CLOSING DATE: 31 August 1986 

POSITION NO: 482 


The appointment will be to the permanent staff but the University reserves the right 
отаке ће appointment probationary where it considers this appropriate. 


2 Other conditions include superannuation, assistance with travel and removal 
“expenses and with buying or building a house in Armidale. 

1 Applications including the names and addresses of three referees and stating the 
| "position number should be sent to the Staff Officer, University of New England, 
| "Armidale, NSW 2351, prior to the closing date. Applicants should forward a copy of 
‚ this advertisement to their referees and ask them to send their reports direct to the 
| Staff Officer, Mr B, G. Turner, marking their envelopes ‘Private and Confidential 
||... and quoting the position number before the above closing date so as to expedite 
the appointment process. 











University of Canterbury 
New Zealand 


SENIOR LECTURER OR LECTURER - 


IN BUSINESS ADMINISTRATION 
(Production Management or 
Organisational Behaviour) 


Applications are invited for a position, 
as above, in the Department of Busi- 
ness Administration. Applicants should 
have a PhD degree ог ап equivalent 
research record. Preference will be 
given to candidates with a capability 
and research interest іп production 
management or organisational behav- 
iour. The appointee will be expected to 
teach in the undergraduate (BCom) 
and graduate (MBA, MCom and PhD) 
programmes. 


The salary for Senior Lecturers is on à 
scale from NZ$37,000 to $47,000 per 
annum and for Lecturers is on a scale 


from | NZ$28,000 to $35,000 per 5 


annum, 


Further particulars and conditions of 
appointment may be obtained from the 
Association of Commonwealth Univer- 
sities (Appts), 36 Gordon Square, Lon- 
don WC1H OPF. 


Applications close with the Registrar, 
University. of Canterbury, Private Bag, 
Christchurch, New Zealand, on 29 Au- 


ASSISTANT TO THE ECONOMIST · © 
(Trade Association) 
The Agricultural Engineers Association 
require an adaptable economics gradu- ` 
ate to provide wide ranging support to.: 
the Economist. A core responsibility will 
. be the analysis of industry. statistical 
inquiries. Considerable IBM рс use. 
Forecasting skills advantageous. Posi- 
lion available July. Starting salary © 
£8, 750 per annum. 
CV to: the Economist, AEA, 6 Bucking- 
ham Gate, London SW1E 6JU. 































THE ECONOMIC & SOCIAL 
RESEARCH INSTITUTE 
«t Burlington on Road; : 
- Dublin 4, Ireland: 


_ ECONOMIST 


| Applications. аге invited from persons” Ж 
with proven research ability in Economics: |. 


to undertake. research. related «to: Irish 
conditions. All research is undertaken 
with à view to publication. Appointments 


тау be made in the grades of Research | ? 
Professor, Senior Research 
4 search Oficer and Assistant: Research . 


search Officer, Re- 


Officer. ‘Salary scales are related to cor- 
responding grades in Irish Universities. | 
Application forms and further details are | - 
available from Tne Secretary, t telephone: 





gust 1986. {01) 760115. 










MI  ARMIDALE NSW 2351, AUSTRALIA. 





University College of North. 
Wales, Bangor 


Coleg Ptifysgol Gogledd Cymru 


RESEARCH POST IN THE 
INSTITUTE OF EUROPEAN 
FINANCE шы; 













Salary: £7, 055-£9. 495. per annum... 


Applications are invited for a ‘research 
- post in the institute of European. Fi- 
nance associated with the Depart: 

of Economics, 


cconomiust 


We require a young Economist to complement our established 
Economics team. 


Ideally, candidates should have a good class economics degree and 
MSc, with preference being given to those with a firm grounding in 
both micro and macro economic principles and having the ability to 

produce high quality work at speed. 


The post offers the ds candidate a challenging and stimulating 
environment in which financial ле and career prospects are 
exceilent 


Please apply in writing, supplying a full curriculum vitae, to:- 


David Clark, Kleinwort Grieveson & Co., 20 Fenchurch Street, 
London EC3P 3DB. 


Applicants should have a good. know- 
ledge of the institutional aspects of 
banks and other financial institutions. . 
{Тһе successful candidate will be re-- 
quired to give general assistance with 
research in the Institute and to help in 
developing the work of the Information 
Centre. 


The appointment will be for one year in 
the first instance starting 1 August 
1986. 


Applications (био copies), giving details 
-of qualifications and experience, to- 
| gether with the names and addresses 
of two refereees, should be sent to the 
Staffing Officer, Personnel Office, Uni- 
| | versity College of North Wales, Bangor, 
-f Gwynedd LL57 2DG, from whom fur. 
ter particulars may be obtained. (Info: 














| ѕог E. P. M. Gardener, telephon 
p | (0248) 351151, ext 372/373). 


CHIEF FINANCIAL OFFICER 
£22,500 + pension 


IED, the International Institute for Environment and Develop- 
nt, which focuses on environmental issues in the Third World, 
seeks a Senior Manager for its financial and administrative 
ystems. 
she will be based in London, with periodic trips to Washington 
DC. Three years in a similar position required, familiarity with 
computerised accounting and reporting packages essential. 
rested candidates should send a CV with salary history to: T. 
m, HED, 3 Endsleigh Street, London WC1H ODD. 


RESEARCH 
PORTUNITIES 


| VERNMENT DEPARTMENTS 
` Resource and Planning Research 


|. MINISTRY OF AGRICULTURE, 
. FISHERIES AND FOOD 


join the Land and Water Service part of ADAS and 
: participate in aspects of land use planning which affect the 
"agricultural land resource. Work includes collecting, 
analysing and interpreting geographical, environmental 
and agricultural information. 1 Senior Research/ 
Research Officer, Leeds. 


MINISTRY OF DEFENCE 


„+. to join the Defence Intelligence staff which is concerned 
_ with the evaluation, collation and assessment of economic, 
; industrial, typographical and scientific information about 
: reign countries and of their defence and strategic 
ines, 5 Research Officers, London. 


ADDITIOI L VACANCIES MAY ARISE IN THESE AND 
TS. 


: degree with 1s im upper: 2nd class honours (where divided), or 
|. apost-graduate degree, i inarelevant subject. Exceptionally, 
others with experience of special value also considered, 


ForSRO posts, a degree with 1st or 2nd class honours, ora 
post-graduate degree in a relevant subject is essential 
together with significant post-graduate research 

perience (normally at least 3 years). 


_ SALARY (under review) SRO £9950 — £12,515, RO £6300 
: 170. Up to £1365 more in London. Starting salary 
be above the minimum. Promotion prospects. 
iil details and an application form (to be returned by 
August 1936) write to the Civil Service Commission, 
Alencon Link, Basingstoke, Hants RG21 1JB, or telephone 
;stoke (0256) 468551 (answering service operates 
tside office hours). Please quote ref: G(3)652. 


The Civil Service is an equal opportunity employer 


Economists 
and — | ui 
Statisticians NED 0 


The National Economic Development Office T 
is an independent, publicly financed organisation 
as е the tripartite National Economic. 
Development Council. Its purpose is to иет 
improved performance in Б economy of the 
UK, with special emphasis on industry. 

The Office will shortly have vacancies for one or 
more of the following: 


-an ECONOMIST to be engaged on the 
whole range of analytical and economic policy, 
issues in which the Office is involved. 


~an ECONOMETRICIAN to collaborate /— 
with the Office's economists and statisticians © 

in using advanced techniques in analysing 
current economic issues. 


~a STATISTICIAN to join a team which 
provides and interprets statistical information 
about the UK’s industrial and econornic 
performance and that of other countries; 
advises Economic Development Committees; 
provides economic forecasting and simulation, 
research survey design and analysis, and 
involves the use of computers and databases. 


All posts require the ability to produce well 
written reports, often for a lay audience, and to tight 
deadlines. 


Depending on age and experience, starting salary 
(currently under review) will be in the range £12,345 
to £18.532 including Inner London Weighting. There | 
is also a non-contributory pension scheme. 
Applications from candidates seeking a secondment 
from an existing teaching or research post would be 
welcomed. . 


For an application form ring 01-211 4514, or write to: 


The Personnel Section, 
National Economic Development Office, 
Millbank Towers Millbank, London SW1P ох. 


Closing date for sbblíetiong 4July 1986 — 





APPOINTMENTS _ 


Northern Ireland 
Civil Service 


OPPORTUNITIES FOR ECONOMISTS, 
STATISTICIANS AND SOCIAL 
RESEARCHERS 


Principal Economist 
Deputy Economist 


CITY 
ECONOMICS 
DEPT 


has vacancy for recent 
GRADUATE, ideally with 
upper 2nd honours degree 
and interest in computer 
applications. 
Piease ring Peter Wann or 
Bill Dinning, PayneWebber. 
Tel: 01-377 0055 





















£14,318-£19 465 
£11,578-£16,495 


Closing Date: 3 July 1986 Ref: SB 79/86 


DEPARTMENT OF FINANCE AND PERSONNEL 
POLICY PLANNING AND RESEARCH UNIT 





VISITORS TO LONDON 







Seif-contained studio flats. CH, HW, 
lifts, 24-hr porterage. From £190 pw + 
room service £10. Discount for more 
than 4 weeks, Co let available for 







The Policy Planning atid Research Unit (PPRU) of the 
‘Department of Finance and Personnel provides professional 
| services in economics, statistics and social research to assist 
"Northern Ireland Departments in carrying out their 
responsibilities over the broad range of public policy. 


Professional Staff are recruíted to the Economist Group (which 
: embraces the above disciplines) and are organised in Two 
Divisions—Economics Division and Social Division—both of 
which include statistics functions. 






longer term. Secretariate and-telex 
facilities. 


Endsleigh Court, Bloomsbury 
London WC. Tel: 01-387 8022 
AMEX, Diners, Visa 











| CURRENCY 

1 FORECASTING: 
! STAYING AHEAD 
1 OF THE GAME 


$ Currency Confidential is а weekly forecasting B 
service for dealers, investors and-business [| 

i people. It shows you how you and your 

§ company can make a great deal of money outot “ff 
currency fluctuations and movements in 

V imerest rates. і 

[] Every week you will get an overall survey of all 1 
the major currencies — whére they are and 

[| where they are heading; explicit foreign 

1 exchange rate and interest rate forecasts аз 
well as explicit investment advice 


1 
i 
Apply now for free sample copy to Room 521, Ц 
Stonehart Publications Ltd, i 






Vacancies exist: 


221, Economics Division 

“At Principal Economist and Deputy Economist levels in those 
branches concerned with policy analysis and programme 
evaluation. 

Applicants must possess a First or Second Class Honours 
Degree or post-graduate qualification in Economics. 











2. Economics and Social Divisions 
At Deputy Economist level in the following branches: 
A. Economics—outposted Statistics Branch in the 
Department of Economic Development 

B. Social—outposted Statistics Branch in the Department of 

Health and Social Services 
-Social Survey Branch in the Department of 

Finance and Personnel. 


Applicants must possess a First or Second Class Honours 
Degree or post-graduate qualification in a discipline which 
has included considerable formal training in statistics (eg 
Statistics, Geography, Psychology, Sociology, Economics, 
Mathematics, Operational Research) or 

an equivalent qualification (eg Part HI of the examination 
leading to membership of the Institute of Statisticians). 


In addition, all applicants for posts outlined at-1 and 2 must 
ign at least four years’ relevant post-qualification experience 
or posts at Deputy Economist level and at least five years’ 
relevant post-qualification experience for posts at Principal 
Economist level. 








[| 52 Mortimer 
і Street, London WIN TTD, England. 






















Starting salary will be related to qualifications and experience. 


~The Civil Service Commissioners may decide to interview only 
those applicants who appear from the information available to 


be best qualified please send prospectus to: 






e write to the Civil Service Commission, Resepark 
House. Upper Newtownards Road, Belfast ВТЗ 3NR. or 
telephone Dundonald 4567 for an application form 
{using the extension number indicated and quoting the 
Joh Reference}. Completed forms must be returned to 
arrive not later than the closing date stated. 


Mail coupon to: Randel 
Trade Centre, East Smith! 





A UNIQUE INVESTMENT OPPORTUNITY 
COMMODITY FUTURES TRADING WITHOUT PRINCIPAL RISK 
An exclusive opportunity to participate in Charles W. Wilson's trading 
success. 30% cumulative return for last 4 усаг (audited). і Е 
SECURED TRADING LTD offshore Cayman Islands shares fund. Jour the 
many investors who are discovering how to engage in the speculative 
trading of commodity futures and to own interest payments stripped from 
US Treasury Bonds to avoid principal risk. m 
For your free prospectus call 44 1 488 3232 
or mail the coupon below, today. 


Offer not for US or UK residents 


| want to speculate in commodity futures trading without principal risk. 


Name y ns edet nace ent. i id 


COUBITE 2.53 deste a uc EE 














-PROGRAMME 
-OFFICER 


uired by international voluntary agem | 
е monitor overseas projects: . 


Graduate. with experience of develop- - 
nent work overseas, free 1o travel. six 
months of year. Ability to communicate at 
all levels nee field. Some photographie 
expertise. Preferred = 
mid 30s. Salary: 8,000-£10,000 + OSA. | 











Haywards Heath RH16 3AZ, or tele- 
phone 0444-412424 for further Infor- 





BUSINESS & PERSONAL 










СОТ THECOSTOF | 

YOUR STAY IN LONDON | 
Take a furnished, self-contained... service $o 
apartment іп Knightsbridge, near: Harrods: F 
Fully equipped kitchen-dinette, bathroom, f 
phone, colour TV, central heating, elevator. 
Suit 1-2 persons. Brochure by airmail. | 

Knightsbridge Service Apartments 
(45 Ennismore Gardens, LONDON SW7 | 
Tei: 01-584 4123 Telex 261261 Globe С} 















From the Permian Basin of west Texas to the^] > 
Michigan Basin and Salt Basin of Louisiana, 
we've been successfully: exploring for new 
potroieum feserves for the past 20 years. 

ile the tax plan being tossed about in 
Congress is discouraging many individuals. | 
and companies, we belleve the current market 
provides outstanding. opportunities. to estab- 
lish petroleum reserves tor the lowest cost per 
barrel during: the. past six years. We believe 
the adage: that "opportunities. come: when.’ 
investments are out of favour" truly applies to 
the US domestic petroleum industry. 1 you'd 
like to consider a long-term exploration op- 
portunity in the continental United States, we 
invite you to check our references and explic- 
itly request that principals only respond to this 
inquiry. p y 
































Sth Floor, Europe House, World 
ЗАА, England. Telex: 887438. 





SSS um эт = = P "e - =r EC Ux FS Sy м eee Tray 
' " mY ary ? ла бф = $ 1 


The closer you look at property 


the more you see БТН 


NEQUINTINCHARTEHREDSUHVEYORS:- WEST EN DOF FICE: TELEPHON E:01-499 8626 TELEX 268884 


REAL ESTATE INVESTMENT EZ 
IN SWITZERLAND 


LAKE GENEVA APARTHOTEL BONIVARD 


or MOUNTAIN RESORTS 


MONTREUX 


VILLARS 


Foreigners can buy lovely apartments or chalets with magnificent view. Prices from 
Sfr240,000, Mortgage possibility: 80%. Interest: 64%. Or an excellent investment in 
commercial business with a good rental income. 


EMILE KOHLI, SA, Route des Hótels, 1884 VILLARS. 


Phone: 025/35.15.33 


Secluded well-built home, all amenities. 
Secure, accessible, low maintenance. 35 
acres, mixed woods, fields, orchard, gar- 
den. New outbuildings. Ideal small farm, 
hunting/fishing retreat. Rivers and forests 
Surround. 
$75,000 US. 
Contact: Ben Gray, Glassville, New 
Brunswick, Canada, near private 
jetport. 


SWITZERLAND 
APARTMENTS & CHALETS 


Fine selection available 
with authorization for foreigners. 

Lake Geneva and Mountain Resorts. 
Reasonably priced. Excellent terms. Visits 
also on weekends by appointment 

= Lin S.A., Av ар 24, 


005 Lausanne, 
Tel: (021) 223812 The 25185 MELIS CH 


ПОТЕ. IN AMSTERDAM 


An elegant fírst class hotel in the heart of 
Amsterdam's аро, cultural, and 
business centre, Situated 
near the Van п Museum and Рк 
museum. Facilities include meeting and 
conference rooms, sauna, solarium and 







COSTA RICA 


912 ACRE PRODUCING 
PLANTATION 


-), 
173 А.), limes (74 A.). Water and elec- 
оп farm, infrastructure. 
L TION: 22 miles by asphalt road S: 
of Limon, Atiantic port. White sand 








Telex: 456230 








Industrial and residential properties. 
Riverside county. Approved for devel- 
opment. Contact: 


Mr John C. Neely, Jr 
Deve 


23 N. Franklin Street 
Chagrin Falls, Ohio, USA 44022 












ANNOUNCEMENT 


Messrs. Burns 


The Board of Directors of Power Financial Corporation is pleased to announce the appointment of 
James W. Burns as Chairman and Chief Executive Officer, Paul Desmarais Jr. as President, and 


Desmarais Jr. 


MONTREUX BAY 
GENEVA LAKE 


With authorization for sale to non resident people. private residential apart- 
ments built in the walls of a last century magnificient hotel, situated on the 
marvellous Montreux bay. This residence includes 75 luxurious apartments. 
from 1 to 5 rooms. arranged and furnished with the best good taste 

At the low level of the buildings, an hotel structure will take place with restau- 
rants, bars. congress and meetmg-rooms. sauna and indoor swimming- 
pool. During your absence the swiss hotel organisation will assure the 
maintenance and superintendence of your apartment as well as its renting 


Please ask for complet documentation. directly from the owner 
AGENCE ROMANDE IMMOBILIERE SA 


Galeries Benjamin Constant 1 – CH - 1003 LAUSANNE ~ SWITZERLAND 
Tel. 021 / 20 70 11 – telex 25 873 aril ch 





Plessis-Bélair 


Michel Plessis-Bélair, C.A., as Senior Vice-President, Finance and Administration. 


The Board also announced the appointment of A. Frank Knowles, C.A., as Deputy Chairman and 


The Honourable P. Michael Pitfield, P.C., Q.C., as Vice-Chairman. 











"m Teer: 


BUSINESS & PERSONAL 


-SWITZERLAND— 
COMPANY PARTICIPATION 


Excellent base for international operations. 
Anternationally known diversified financial ser- 
Nites company. seeks additional capital to 
expand its activities in agriculture, fist farm- 
ing, insurance and real estate. Exclusive 
contracts assure return of capital plus gener- 
ous: participation-in ownership of Company. 
Amount required: SFr2,500.000. Replies 
from principals only. Contact: 
nM йч; Triservice SA, 7, ch. 
1219 Chátelaine/Switzerland 
“who will tra transmit, 


AGENTS 
REQUIRED 


We would like to talk 


TO YOU 


If you or your company are: 
1. Financial Consultants 
: 2. Investment Brokers 
We are looking worldwide 


. FOR AGENTS TO 
REPRESENT US 


We have an established. history of suc- 
cess in Commodity Fund Management 
now we wish to talk seriously with 
people who would like to be involved 
in 
& company with management experience 
based in the City of London and backed 
by two centuries of trading 
offeri 
managed:funds that have outperformed 
all our competitors 
together with 
very attractive commission incentive 
earnings and excellent sales support 
from Head Office. 
Jf you wish to. hear further on the 
terms of an agency agreement with 
us please write to: 


25 St James's Street, 
London SW1A 1HG 


МО КІЅК 


BEAT DJI BY 300% 


$1 Million Has Grown To Over 
$22 Million With Income & Profits 
Reinvested 1973-1985 


after commissions without leverage 


or market timing. Advice on Under- | 


valued Growth Stocks. Minimum 
portfolio $50,000. 


Write or сай 
Edwin Hargitt & Company SA 
Avenue de Savoie 10, Suite 3 
CH-1003 Lausanne, Switzerland 
Tel: +41 21 200971, Tix: 24681 


SWISS HANDLING OF 
INTERNATIONAL 
TRANSACTIONS 


The key company tor 
* Handing ot international transachons 
* Back to back operabions 
* Comparues formation, domciiation and 
adreunistration 
8 up countertradeibarters 
ает counterteaded products 
Iucsaty and trustee services 


DE BERIG SA 
13 Avenue Krieg 
Geneva, Switzerland 
Tei: 47 59 BO 
Теіех: 421 896 DEB CH 


Costa Rica 


oflers you the ideal investment choice, plus an 


INTERNATIONAL 
TRAVEL DOCUMENT 


Costa Rica, under Law 4812 and its bylaws, 
provides the opportunity for investors to achieve 
capital growth;-high yield. tax highly-respected 
бетосгасу where persona! residency iS not re- 
quired, and an imernationaily-accepted travel 
documen 


A minimum investment of US$50.000 including 
stable income will achieve ail this, Write to 


FIDELITY MANAGEMENT 
INTERNATIONAL, INC. 
Dept. 450, PO Box 230. Centro Colon 1007, 
San Jose, Costa Rica. 
Tel: (506) 22-1659 or 23-7362. 
Telex 48094 FIMAN CR, 


- NO REWARD! 


HANDWRITING ANALYSIS 


Suspect Documents: Examirier of Forged’ | 


Anonymous writing. 
Also Personnel/Character Assessment. 


P.Lavell 
9 Village Close, London NW3 5AH. 
Tei: 01-794 6060. 


US IMMIGRATION 


Obtain both US Residency and ex- 
cellent financial returns through US 
investments. Guaranteed results. 
All matters handled by licensed US 
Attorney/PhD Economist. 


Contact: Edward Р. Gallagher, 
PO Box 70302, Washington, DC 
20088 (USA). Tel: (301) 984.8319. 


THE 
BARKSTON HOTEL 


Situated in the Royal Borough of Kensington 
and Chelsea within walking distance of Earl's 
Court underground station for direct line to 
Heathrow and Gatwick via Victoria. 

Aiso nearby is the World Famous Earl's Court 
Exhibition Centre and Olympia Exhibition 
Halls, 

Bar, Restaurant, Lounge. All rooms with fuil 
private facilities. Superb accommodation and 
excellent service. 


The Barkston Hotel 
parkston Gardens 


Telephone lephone 01373 J851. 
Telex 8953154 BRKSTN G. 


THE 
ECONOMIST 


For information about 
classified advertising 
opportunities 
Contact 
Elizabeth Harvey-Lloyd 
The Economist Newspaper Ltd 
28 St lames's Street 
London SW1A IHG 
Telephone: 01-839 7000 
Telex ana ECONG 


Margaret Medlock 
The Economist Newspaper Lid 
E 10 Rockefeller Plaza 


"CAPITAL 


prepare high: quality 
curricula vitae; Tel 01-007 7 7905 for 
details. 


FRENCH PUBLISHERS With premises 
in Paris and i 

with publisher ог 
investor for extension of activities in 
France and abroad. Box 3481, The 
Economist Newspaper Ltd. 


STAYING IN LONDON? 


Take a luxury service. suite in St 
James's from only £50. (+ МАТ) per 
night, for. 2. Every comfort, Private 
telephone. Exceptional value: ! 
Street Chambers; 3 Ryder Street, 
Strest, St James's, London SW1. ten 
01-930 2241. 


MONEY 


Management, Capital raising ‘and ine 
vestments in. the US a and. 
contidential. UM ud 


ard N. Friedman, poene Suite $16, 
100 North Biscayne Blvd., Miami, Fi 
33132, Tel: 1-305-377-0988. 


PORTABLE 
AIR CONDITIONING 


from 


TOSHIBA 
TEL: 01:388 3262 


SHOWROOMS 


OVERSEAS POSITION. 


Hundreds oftoppayi: i ауайаре 
] oii ree ince rne 


| * £5,000 into £64,000 ** No tax deducted at 


New York, NY 10020 
Telephone. 212541 5730 
Telex: 148393. 


ышы vo Mount 


source SHOP. зс 


* Limited liability 


injust 5 years 


ж Fully audited track 


record: 
Minimum investment 


£5,000 or sterling 
equivalent 


ж Managed Futures - 
account programme 


WITHOUT R RISK 


Futures trading with a full capital guarantee 
(minimum investment U.S.$ 20,000). 
Write today for a FREE brochure 


‘Please send me details on your Investment Programme 
1 Мате 





Dorno2 | 











` 5-9 Hatton Wall, Я | 
TRADING COMPANY LTD London ECIN 8HX · 





'ONOMIC AND FINANCIAL INDICATORS 1 
THE ECONOMIST COMMODITY PRICE : 
INDEX India is hoping that its reputation 
for producing high-quality tea will help 
restorethesalesitlostin Europe duringthe 


export restrictions from 1983 to 1985. 
India's exports to Britain fell 40% inthe two 


UTPUT, DEMAND AND JOBS America’s unemployment rose to 7.3% of the 
bour force in May. In the same month, the unemployment rate held steady at 996 in 
st Germany and fell to 14.6% in Holland. West Germany's GNP fell 1.7% in the first 
quarter, but remained 1.6% higher than a year earlier. Italy's GNP rose 1.5% in the first 
uarter, lifting the 12-month growth to 396. Canada's industrial production fell 2.196 in 
arch; the 12-month rise slowed to 3.6%. 


* % change at annual rate 
: у industrial production 
3 1 year 3 mthst 


+47 (1) - 05 


retail sales 


1 year 3mthst 
+247 (3) +74 


1year 


| $ 56 (9). 
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~¥ 21 (3) + 61 
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years to 1985. India is expecting a crop of 
670m. kilogrammes this year, although 
exports may be below the target of 244m 

kilogrammes because of low rainfall in the: 
North. The average London auction price · 
is low because of the seasonal shortage of 

higher-value Indian tea. Prices are unlikely 

to rise before August when the northern 

Indiancrop (75% of the total) comeson the 

market. 


% change on 


AGES American wages rose 2.7% in the year to May, to give a real 
ncrease of 1.196. West German workers are doing much better: wages rose 4.076 in 
he year to April; with prices falling, this implied a real pay rise of 4.1%. The 12-month 

Balian н slowed to 6% in суи the rate of increase in mid- 

















industrials 

Ail 

Nfa* 

Metals 
Gold 
$ per oz 341.75 34900 
Crude oil (spot) North Sea Brent N 
$ per barrel 12.70 1160 -147 « -5585 . 
"Non-food agricutturals. : ДАША 
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GNP per person, 1985 
i Ф at latest exchange rates 

chest industrial nation, with a GNP per Ф г! average 1985 exchange rates 
егвоп of $16,150. This year, it will 
yably be overtaken; not because 

Is GNP growth has lagged behind, but 
cause the dollar has fallen, increas- 

dollar value of other countries’ 
last year's GNP figures are 


@ Austria 
@W Germany 
@ United States 
Switzerland 
um ie 
ae LIES Wee 
= а в 8 


@ New Zealand 
@ Britain 
Ф Australia 


fates, Switzerland pushes 


enth to third place. If the 
hange rate continues to ap- 








‘exceed America's for the 
ver. Only 20 years ago, 


Source OECD 


игру to all tables. All figures seasonally adjustec 
d г average of previous 3 months, at annual rate. n. a. Мо 


ere otherwise stated. "Not seas. adj. tAverage of latest 3 months 
Small figures in brackets denote month of indicator. | 











































"FOCUS: POOR-WORLD SHARES 
The growth of stockmarkets in devel- 
oping countries can play a Useful role 
in attracting international finance. If 
local investors càn be induced to in- 
[vest their money at home, foreign 
. investors may be encouraged as well. 
г Brazil boasts the biggest stockmarket 
- of any developing country. At the end 
of 1985, it had a total market capitali- 
-sation of $43 billion—more than three 
times larger than in 1980, thanks to 
booming share prices. This makes it 
the world's eleventh biggest stock- 
market. However, the other main Latin 
American markets have all shrunk 
dramatically in dollar terms during the 
past five years. Mexico's market capi- 
talisation fell from $13 billion in 1980 
‘to. only $4.2 billion at the end of last 
year; and the number of listed compa- 
nies declined from 271 to 162. Chile's 
bourse has shrunk even more. 





( Market Capitalisations End year 


Brazil (129) 
Bà 


capitalisation, 
1985 ($ bn} 


[Pakistan 
Z S Korea GD 


d s Jordan 


A һанала 


Argentina (14) 
Mexico GD 


мшез 








i certainty about the pace 
of American economic growth. Milan slumped 16.5%, then steadied after the Italian 
finance minister ruled out the introdu 
Stock price indices ` 


WORLD BOURSES Wall Street fell 1.8% in the week on uncertaint 








































































—ASCC CC 
W. Germany 19652 ^ 22788 1 

Holland ^ à 1 2854 2923 ол -17  * 334 — — 24 +17 1 
Hongkong ^ 17514 18657 15599  - 04 s i7á ^ 61  - Qi — 
Haly — 685.8 09082 4547 

japan __ 169677 170083 128915 

Singapore 72121 563.3 

South Africa 1167.5 12031 10693 

Span — 5 1 1767 1948  — 1008 

Sweden 2429.3 24318 17296 

Switzerland 5583 ^ 6255 5547 " 
UK — ^ 13144 14259 10943 220 
USA —— 18372 18859 15023 | = 26  : 188. + 188 


MONEY ANDINTEREST RATES The 12-month increase in Japan's M1 measure of 
money quickened to 4.4% in April, but the growth in the broader measure, M2 plus CDs, 
slowed to 7.8%. Yields on American government bonds eased. NE раа 


Money supply Interest rates % p.a. (Tuesday, except bonds which аге previous ay | 
Ф tise on year ago Money market Соттегсіаі banks Bond yields- Eurocurrency. © 
Narrow Broad} Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 












































(M1) lending 3 months long-term 3 months D. 
Australia — nil — *150 (4) 1400 — 1450 — 1770 — 1440 13.00 1400 1456 1236 
Бейит — * 36 + 53 (9) 570 70 1050 700 839 1055 725 па 
Canada +49 + 81 (4| 838 ^ 885 1025 880 966 1008 8.63 10.24 
France * 44 +5602) ^ 731 744 98060 744 . 84/7 9% 738 831 
W.Gemany + 92 * 48 (4) 440 ^ 465 ^ 700 428 6% 610 - 450 — 641 
Holland _ € 67 +10520 575 ^ 600 800 600 650 687. 588 ^ 657 
‘Waly — +104 +1102) 1213 ^ 1213 1538 1150 1090 980 211.50. na 
Japan _ 144 +78 (4) АЗ 465 415 213527 $623 . 478 . 580 
Spain *161 +1322 (3) 1190 ^ 1158 1500 . 650 1156 1326 " 1150 . na 
Sweden _ na —* 30 (3) 10.00 — 1027 ^ 1275 ^ 980 974. 1098 МАЗ ^ na 
Switzerland + 18 + 6002) 169 ^ 490 ^ 675 400 449 Ай 466 48i 
UK 1198 +15.9 (4 1000 d69 ^ 1100 959 9.12 1015 975 pái 
USA +122 4 77 (4) 675 650 ^ 850 660 768 915 706 857 
Other key rates in London 3-mth Treasury Bills 9.3%, 7-day Interbank 10.6%, clearing banks’ 7-day notice 4.4%. 


Eurodoliar rates (Libor): 3 mths 7.1%, 6 mths 7.1%. 









Chile GD | 














1880 81 82 83 84 
| Source; international Finance Corporation 
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TRADE, EXCHANGE RATES AND RESERVES West Germany had a record trade surplus of DM9.1 billion 
the 12-month surplus widened to $33.5 billion. West Germany's current-account surplus rose to $21.0 billion in the.same 


compared with only $7.6 billion in the year to April 1985. Canada's 12-month trade surplus fell to $9.7 billion in the year to April. The 
dollar's trade-weighted value fell 1.696 during the week; the yen's rose 1.8%. au 
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Trade balance** current- Trade-weightedt currency units per $ Currency units foreign reservestt 
$bn account exchange rate Фи. 
. latest latest 12 balance $bn 2 
month months latest 12 mths latest year ago latest year ago per£ perSDR .. perecu: March — .yearago 
Australia ~ 044 (4) - 20 = 97 (4) _ 59.5 6631 144 150 237. 1.68 | 139.: 64 — 6.8. 
Belgium + 024 (2) 4 (9) 95.4 890 ^ ^ 453 ^ 623 68. ^ 528 439. "49. Af. 
Canada __ + 0.77 (4) .A9(12) 78.4 __877____137_ A37 2.11 160 1.34 с бө BT 
France = 0.67 (4) 23 + gei 69.2 649 78 3a W07 8a — 85 — 12565 2019 
W, German + 402 (4 + 21.0 (4 “138-4 1216 22 308 337. 29 215 45.5 37.2 
н __* 45 (8) 125.1 112.2, 2.50 3.48 3.80 д 24 А 8.8 
- 6.8 (6t 46.2 454 1523 __1965  . 2812 
851 + 59.1 (4) 2057 155.8 167 250 253 — 
t 29 (3 48.1 474 142 M5 215. 
= 402) 67,6 66,3 7.18 8.93 108. 
+ 39(12) 1596 | 138.9 1.83. 2.60 277 
+. 87 (4) 759. : 79.3 i 2 Am 
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The revolutionary Airbus concept, 
already chosen by over 50 of the 
world's leading airlines. 

The Airbus family, offering reduced 
airline operating costs worldwide. 
The Airbus family, consistently setting 
new standards in passenger comfort 
and marketing opportunities. 
And now the all new Airbus A320. 
Years ahead of the competition and 
first with the right answers for 
the 150 seat market. 

Airbus. The most advanced family 
of jetliners in the world. 


© Airbus Industrie 
YO! p BEST BFTUBN Qy M 











AT&T Bell Laboratories 
scientists have generated a beam 
from a diode laser with a frequency 
spectrum 1,000,000 times narrower than 
that of today’s most advanced 
commercial semiconductor lasers. 
4 . . Part of a record-breaking coherent 
: lightwave system, this laser ‘peels 
away’ а tremendous 
number of unwanted 
frequencies that can 
clutter up a beam—to 
create a lightwave so 
pure, its frequency 
variance is limited to 
rye l part in 40 billion. The 
40,000,000,000 equivalent of one drop 
of ink in a million-gallon, Olympic-size 
swimming pool. 
Purity Has Its Rewards 
The new narrow-spectrum laser is the 
key element in a coherent lightwave 
communications system that inereases 
the information-carrying capacity of 
an optical fiber, as well as the distance 
over which an unboosted laser beam 
can be received. 

Increased capacity comes from 
dramatically increasing the number 
of individual laser beams that 
ean be sent through a fiber best 
transmission window. 

Each laser in a coherent 
system produces an exceptionally 
stable, pure wavelength—allowing 
thousands of non-interfering 
wavelengths to travel side-by-side on 
a fiber. (Only a handful of beams ean 
be combined using today’s commercial 
semiconductor lasers. ) 

Dial ‘M’ For Movie 

In the future, the capacity of coherent 
transmission could allow us to send 
10 million conversations—or 10 thousand 
digital TV channels—simultaneously, 
on a single fiber. 

Or, using the full capacity of a 
fiber, a coherent system could dump 
a movie like ‘Gone with the Wind’ into 
a home memory unit in one second flat. 
Or deliver Beethoven's ‘5th’ in less 
than'a 50th of a second. 
о. Making A Little Go A Longer Way 
с Increasing capacity is important in an 
. age of rapidly expanding information 








































































needs. But so is reducing costs—in this 
case, by nearly doubling the distance 
an unboosted signal can be received. 

A newly developed AT&T coherent 
lightwave receiver contains its own 
narrow-spectrum laser. The beam 
from this laser reinforces the transmitted 
signal as it detects it—a technique only 
possible with two such pure beams. 

Using this receiver, AT&T has 
achieved a laboratory transmission 
record of nearly 100 miles at a data rate 
of 1 billion pulses per second. 

We Don't Keep The Future Waiting 
Coherent lightwave transmission is 
just one of the ways AT&T is working 
toward the high-capacity, high-speed 
integrated networks of the future. 

Meanwhile, we're bringing 
tomorrow closer with leading-edge 
lightwave systems we're building today. 

AT&T this year introduced a 
commercial lightwave system—the 
FT Series G—designed to operate at up 
to 1.7 billion bits per second, a rate that 
permits the transmission of 24 thousand 
simultaneous calls on a single pair 
of fibers. 

And by 1988, we'll have installed 
the first transatlantic and transpacifie 
lightwave systems to Europe and the 
Far East—systems capable of transmitting 
40 thousand simultaneous conversations 
on two pairs of fibers. 

Clearly, whether on land or 
underseas, AT&T is lighting the way in 
lightwave. And peeling the laser beam 
is part of it. 


©1986 AT&T Teehnologies, Inc. 
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Announcing the 1986 Ballantine's * 
International Photography Award 


Que again, Ballantines is pleased to announce the annual photography 
award to find the best portrayal of today's "Good Life". 


The success of this event grows year after year. In 1985 more photographers 
than ever participated and we received entries from all over the world. The 
standard of photography was very high making the choice of winner most 
difficult for our international jury. 


We invite you now to participate in the 1986 Ballantines International Photo- 
graphy Award by sending us your own photographic interpretation of the 
“Good Life’. 

All photographs will again be reviewed and evaluated by an international jury 
of experts. The overall winner will receive 2 round-the-world air tickets plus 
all expenses (together worth £ 5,000 sterling). 


The jury will select ten runners-up who will each receive a £500 prize and 
Certificates of Excellence will be awarded to participants demonstrating 
outstanding photographic talent. 


NOLLET 


QUALITY 
GUARANTEED 


Regulations: 
1. Participants should submit unretouched colour 


prints only. Prints may be of any size. Transparencies 
are not eligible 

2. Participants may submit up to 3 prints 

3. The full name and address of the participant must 
appear on the back of each print, typed or written in 
capital letters. 

4. All submissions should be sent to: Ballantine's 
International Photography Award. 89 Parkside 
Wimbledon. London SW19 5LR, England by 15th 
October 1986. No responsibility is assumed for 
damaged, lost, misdirected or late mail 

5. All submissions will be retained by George 
Ballantine & Son and cannot be returned 

6. Thecopyright of the photograph will remain with 
the photographer, but George Ballantine & Son 
retains the right to reproduce entries in connection 
with promotional activities. All negatives will be 


The more you know about Scotch, the more you like the taste of нав 


made available to George Ballantine & Son if 
requested. No entries will be used for any Ballantine's 
consumer advertising 

7. The jury's decision will be final and no correspon- 
dence will be entered into once the awards have been 
announced 

8. Each prize-winner must certify that the photo- 
graph was taken by himself, that he has full rights to 
the photograph and that it has won no previous 
award or competition 

9. Employees of George Ballantine & боп, their 
distributors, advertising and P.R. agencies are not 
eligible to enter 

10. Entry forms are available from the above address 
but are not compulsory for participation. 

11. A list of prize-winners will be available as of 
30th November 1986, by writing to Ballantines 
International Photography Award, 89 Parkside 
Wimbledon, London, SWI9 5LR England 


© George Ballantine & Son Limited 
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A BANK THAT SPANS THE 
LENGTH AND BREADTH 
OF THE WORLD'S MOST 

DYNAMIC REGION. 


The Pacific basin. 
A shoreline over 50,000 miles in length. 
Encompassing both the massive economic strength 
of Japan and the USA, and many of the world's fastest- 
developing markets 


| | 


Today it's the arena for over half the world's trade. 

And today as for many years, it's home ground for 
Standard Chartered Bank. 

Standard Chartered opened for business in Hong Kong 
in 1859 - and over the following years, built a presence in the 
Far East which remains unrivalled today. 

Union Bank, the leading business bank in California and 
a part of the Standard Chartered Group, offers the services 
of a long-established network in North America. 

And after many years of involvement in Australia, 
Standard Chartered introduced a full banking service on 
receiving government approval. 

The result is not only a geographical spread - some 170 
branches in the Pacific basin – which is the envy of many 
banks now scrambling for a foothold in the region 

It is also a depth of experience of the greatest potential 
value to international business. 

From acceptance credit to zero-cost options, Standard 
Chartered has the services, the people and the information 
technology to help you do better business throughout the 
Pacific region. 

Yet all this is only one example of the way that Standard 
Chartered, with over 2,000 branches in 60 countries, is a bank 
which is single-mindedly committed to the use of its resources 
to meet its customers' needs better. 

To find out more, contact your nearest branch. 


Standard £ Chartered 
STRENGTH IN DEPTH ACROSS THE WORLD. 








STANDARD CHARTERED BANK, HEAD OFFICE: 38 BISHOPSGATE, LONDON EC2N 4DE 
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A third-world place 
South Africa’s descent from 
cold white control to thuggish 
disorder, page 9. Its odd way 
of winning friends, page 21. Its 
lost business confidence, page 
69, but speculation in piatinum, 
and in swapping its debt, page 
70. Thatcher and the 
Commonwealth, page 59. 








he dear-yen force that could 
change Japan, page 30. Two 
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Banks leaving Hongkong?, 
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Why British pop music is 
number one, page 97. 


Free capital flows 

In Europe, page 12, despite its 
effect on the EMS, page 86. 
Even Swedes invest abroad, 
page 87. Glass-Steagall 
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Reagan's court 
Must be independent first, 
page 10. From Burger to 
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Privatising pitfalls 
France's plans for television, 
page 50. The likely bidders, 
page 53. Japan makes the 
biggest sale, page 89. Britain 
delays a float, page 59, and 
has problems with water, 
page 60. 


Middling Saxony 

Why Helmut Kohl looks like 
staying chancellor of West 
Germany, page 47. By grace 
of the Houdini party, page 48. 
Spain's turn, same page. 





Fizz, fizz 
The champagne business, 
pages 82-83. 





Supply and demand 
Too many American doctors, 
page 39. Not enough 
transplants, page 40. 


Malaysia's malaise 
Debumiputrafying, page 12. 
Cheaper rivals for chips, 
page 71. 


Europe's finest 
Honours systems, page 54. 
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Joint venturers 
Europe's second best way to 
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19. Collaboration can increase 
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World politics and current affairs 


South Africa's third-world toughs 

Reagan's court 

Agricultural disarmament 

Dr Mahathir's elixir 

Let capital roam free in Europe 

Competing by collaborating 

A plod or a canter for Britain's trade unions? 

Cheaper weapons: Europe does it the second-best way 
International: A funny way of winning friends in South 
Africa; Sri Lanka; North Korea; Arms control; Arms talks 
round-up; India; Qaddafi mystery; Panama; Israel's ultra- 
orthodox; Japan 

American Survey: Introducing the Rehnquist court; For- 
eign policy; Doctors; Transplants; Housing; Dearborn; 
Alabama; The economy 

Europe: So near in Lower Saxony, but still so far from 
Bonn; West Germany's Free Democrats; Spain; Cyprus; 
Europe's cities; French television; Bidders for TF1; ЕЕС 
summits; Honours systems 

Britain: More questions after sanctions; Privatisation; Wa- 
ter; Retail price index; Language teaching; Drugs 


Business, finance and science 


Business this week 

World Business: Loss of business confidence is a sanc- 
tion on South Africa; South African debt; Platinum; Coca 
Cola and PepsiCo; Malaysian electronics; Japanese bu- 
reaucrats; World Bank; Inflation; iBM; Borland International; 
Headhunters; American tyre makers; Ford 

Industry Brief: Champagne: the bubbly business 
Finance: Clap hands and all change in Mexico City; /srael; 
EMS; Charles Schwab; American banks; Sweden; NTT; 
Commodity-linked bonds; Banks in Hongkong 

Science and technology: Uses and abuses of genetic 
fortune telling; Palm oil; Common cold; Holograms 
Economic and financial indicators 
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Books, arts and letters 


Books and arts: Lincoln, Mickey Mouse and America's 
Midwest; Radio from Minnesota; Jorge Luis Borges; British 
pop music; Benny Goodman 
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SALT is dead 
SiR—You claim (June 7th) that, 
Бу raising the spectre of an all-out 
arms race, President Reagan's 
recent decision to junk SALT will 
help pave the way for a new arms 
“agreement. In fact, the decision 
= may destroy any hope of progress 
*. at Geneva. 
The president's repudiation of 
SALT can only strengthen the 
hand of Soviet hardliners who 
doubt that Mr Reagan was ever 
really serious about negotiations. 
If the. Russians had withdrawn 
"from SALT first, would the secre- 
tary of defence, Mr Weinberger, 
‘bave urged the president to make 
concessions at the bargaining 
table? 
Junking the entire SALT struc- 
ture is a wildly disproportionate 
response to alleged acts of Soviet 
non-compliance. The secretary of 
state, Mr Shultz, has said of the 
85-25, which the administration 
has labelled an illegal second new 
type of land-based missile, “there 
are questions about whether in a 
purely technical sense it fits with- 
in treaty language as might be 
interpreted by a lawyer". And 
not even the administration 
charges the Russians with violat- 
ing the 2,250 limit on missiles and 
bombers. Because that limit was 
specifically tied to ratification of 
the treaty, it has never been con- 
‘sidered part of the Soviet com- 
mitment not to undercut SALT. 
GERRARD С. SMITH 
The Arms 
Control Association 


Washington, 
DC 


Reagan’s renunciation of SALT-2 
misguided. Far from offering a 
ау forward in arms control, it 
ignifies the victory of the anti- 
disarmament “madmen” (Paul 
_Warnke’s phrase) in Washington. 
Such an action can only breed а 
-counter-action. from the Soviet 
side to preserve strategic parity. 
‘So neither the United States nor 
‘the West will have gained any- 
thing by the move. 

^^. Nor do the alleged violations of 
ће treaty by the Soviet Union 
` “stand up to inspection. To take 
just one example, why has Wash- 
. ington refused to specify what 
| missile-testing information we 
are encoding, despite being re- 
‘peatedly asked to supply details? 


A. Bovin 


'SIR—Your support for President. 


Owerri market 


SiR—Both your leaders on immi- 
gration and Sport Aid (May 3151) 
are directly relevant to myself as 
an immigrant and as an African. 

It is interesting that, in times of 
growth, immigrants are always 
welcome to build railways, staff 
the hospitals, operate the public 
transport system and perform 
other tasks considered beneath 
the indigenous population. Yet, 
in recessionary periods, these 
same immigrants "take our jobs, 
endanger our culture, and fo- 
ment discontent which could 
cause rivers of blood to flow". 
Perhaps immigrants should time 
their arrival and subsequent de- 
parture to coincide with the 
peaks and troughs of the econ 
omic cycle. They could then be- 
come а useful economic 
indicator. 

As an African I am encouraged 
that you have not fallen victim to 
the myth that all of black Africa 
is starving. There is much hunger 
in Africa and it is right that much 
should be done to remedy this, 
not least by Africans themselves. 
I applaud the efforts of Mr Bob 
Geldof and the agencies, but aid 
is not a permanent solution. 

Africa is not full of helpless 
starving people, whose very exis- 
tence depends on Western altru- 
ism. Some of Africa's problems 
can be attributed to her colonial 
and slavery experience, but the 
bulk are the result of greed, mis- 
management and sheer incompe- 
tence of her leaders. 

Many African leaders appear 
unwilling to implement sensible 
free-market, policies ín their 
countries. I find it inexplicable 
that such leaders fail to realise 
that the free-enterprise system is 
more African than the ineffi- 
cient, highly centralised econom- 
ic models they have adopted with 
often disastrous; results. Those 
who dispute that free enterprise 
is African should perhaps visit 


‘Owerri on a market day. 


The image of Africa as a starv- 
ing beggar unable to contribute 
to the world, except to remind it 
of its conscience, is one which 
should embarrass all Africans, 
and one which we should be 
working diligently to change 
quickly. It.is not the image our 
ancestors knew nor, I hope, one 
that our children will соте to 
know. 
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SiR—Blubber and seaweed to 
you, too, sir (“How to save the 
whale", June 7th). Factory ships, 
indeed! To a Norwegian these 
days, “Thar she blows" is more 
likely to suggest an oil rig than a 
whale. 

The whaling industry about 
which you were so flippant (or is 
it flip?) is now a fading memory, 


and a far cry from the minimal 
whaling which Norway is seek- 
ing, come Greenpeace or high 
water, to maintain in 1986. Nor- 
way's last factory ship must have 
become a pretty rusty pile of 
scrap in the two or three decades 
since it sailed. 

At issue today is this year's 
quota of 400 minke whales, a 
relatively small species of whale 
caught by self-employed fisher- 
men in a strictly limitéd number 
of 40- to 100-foot boats during a 
short season. One reason for per- 
mitting this whaling is to compen- 
sate for the shortage of fish to 
catch, tons of which disappear 
into minke whales.as they follow 
the fish northwards up the coast 
on their annual migration. Note 
in passing that minke whales re- 
produce annually and reach ma- 
turity in two years. 

These fishermen may or may 
not be “gnarled old primitives”; 
few of their sons are following in 
their wakes. Underlying Norwe- 
gian concern for, yes, fishermen's 
subsistence is a worry that should 
be shared by others besides Nor- 
wegians, especially if they have 
seen The Economist's maps of 
Norway's strategic position, and 
whatever their feelings. about 
harpoons. I refer to the depopu- 
lation up and down Norway's 
coastline, as one tiny community 
after another ceases to be viable. 

This process will accelerate, of 
course, if Greenpeace arguments 
are used in the United States or 
elsewhere as excuses for boycott- 
ing salmon from Norwegian fish 
farms. But then that would bene- 
fit aquaculture closer to home, 
wouldn't it? 
О, 








: SiR—Your 





comments are defi 
nitely not up to your usual high | 
standards. You make some factu- 
al errors in your leader, and ай. 
are heavily biased against the. 
whaling industry. Let me there- 

fore correct these. 

1) You state that whaling has 

officially ceased. This is mot 

correct, as every member of the 

TWC has a legal right to reserve his 

position on decisions he dis- 









agrees with. As several nations 
have lodged such reservations, 
whaling has not "officially" 
ceased. 
2) You write that “the problem 
was, and is, that nobody owns the 
whales". Wrong. After the devel- 
opment towards 200-mile éco-: 
nomic zones following the new: 
law of the sea, the coastal states: 
holds the property rights to whale 
stocks in these waters. 
3) You claim that Iceland ands 
South Korea cheat when they! 
take whales for scientific pur- 
poses. They are legally entitled 
na so according to the provisions. 
of the International Convention 
for the Regulations of Whaling, 
and are thus not cheating. 
4) Nor is it correct that Norway: 
sells much whale meat to Japgi.. 
About 10% of the catch, эҳ 
about Nkr300,000 (about 
£26,000), was exported last year. 
You are quite correct, howey~ 
er, when you state that “а com- 
plete ban on whaling makes little. 













sense”. There is по economic or 


biological sense.in stopping the 
exploitation of viable whale 
stocks. . | 
Oslo ALF HAkoN HOEL 
The Arabs and Israel 

SiR—""There are Arabs and Ar- 
abs" (May 17th) suffers from a 
number of unsubstantiated and 
wishful premises uncharacteristic 
of your paper’s approach to polit- 
ical analysis. To wit: What did 
King Fahd do in 1982 to “bring 
the majority of Arabs close to an 
acceptance of Israel"? What evi- 
dence is there that Saudi Arabia, 
which is paying both Arafat and 
his enemies for protection, wit 






























| Asa odds of the largest and 
istest growing printing, newspaper 
ublishing and communications 
`: group in Europe, we are looking for 
. anexperienced and ambitious 
senior Print Sales Executive to head 
our export sales drive in a number of 
European countries. 
We have just completed an 
| NL investment programme ofsome 
|... $250m in the latest gravure and web- 
|. offset presses, computer typesetting 
and electronic pre-press facilities 
_ (including the successful launch of 
- colour laser gravure origination). 
— . Youwillhave a full 
understanding ofcurrent printing 
. technology; additionally, you will 
_ have either top-level experience in 
_ «selling long run gravure and web- 
offset or possibly a background of 
 ... Senior production management in 








Print Export 
. Sales Director 
A challenging international role 


" Germany, using one of BPCC’s many | 


The British Printing & 
Communication Corporation pic 


leading publishing or mail order 
houses. 

We are looking for someone | 
aged about 40 whomustbefluentin 
English, French and German. Your 
base of operations may be France Or 


offices. 

After initial success, we shall 
expect you to recruit more sales 
representatives to expand our | 
overseas business. e 

Wewilrewardthesuccessfu . |- 
applicant with an excellent A 
remuneration package includinga . 
company car and good pension 
arrangements. 

Applyin writing to, or 
telephone, Clive Bradly, Director, 
BPCC Printing Corporation plc, 

PO Box 283, 33 Holborn, 
London ECIN 2NE. Tel: 01-822 2348. 
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“lean on Mr Arafat", 
“squeeze. Syria"? It may seem 
logical to you that they might, but 
the record shows no inclination 

' on the Saudis' part that they are 
even considering it. What are the 
occasions on which Saudi eco- 
nomic power has "been used to 
good purposes"? 

. What evidence is there that 
“the ideas of many Arabs about 
Israel have changed greatly (my 

` emphasis} ‘since .. . 1948?" If 

‚ the Palestine Liberation Organi- 





7 gation has “соте within an inch 


or so of accepting the right of 
Israel to live in peace", one can 
~~ only say, with Winston Churchill: 
. some inch; some “ог so". 

*. There may be some arguments 


for supplying Saudi Arabia with, ~ 


' Some western arms, but whatever 
“they may be they should not 
include unwarranted assertions. 


- New York — RosertB. GOLDMAN 


The Russians 

SiR—Your leader entitled “The 

¿cloud over Gorbachev” (May 

о 24) states: “But it is still the 
"party's high. officials who de- 

cide...” (emphasis supplied). 


|. This is a clear indicator of a long 


term fatal illness of the Marxist- 
Leninist methodology. 

From Lenin to Stalin to Khru- 
shchev, all the way down to Presi- 
dent Gorbachev, the Soviet peo- 
ple have been taught (no— 
drilled) that the party makes all 
the decisions. 

. From Milton's Areopagitica we 
learned that reason is but choos- 
©, ing. And, since choosing is nearly 
a perfect synonym for deciding, 
the only reasonable conclusion is 

: that since “the party" has been in 
charge, there has been a progres- 

. Sive erosion in the ability to make 
decisions at all levels of that sad 

. I would wager that when 
the Chernobyl disaster hit, the 
© key people at the various levels of 
ће party. were simply unable to 
паке decisions. They are simply 
in the habit of letting others de- 
.. Gide. The same probably hap- 


pened during the downing of the 
Korean airliner. 
St Louis, 

p Missouri FRANK Е. FOWLE 





Rag trade 


.: SIR— Your article on Bangladesh 
; textiles (“From rags, some rich- 
es", May 24th) requires some 
further clarification. While it is 
true that Bangladeshi workers re- 
ceive 60-90 US cents a day, itis a 
. minuscule fraction of the value 
` added. Furthermore, these work- 
«ers are required to sign con- 
2 racts--despite the extremely 
Gm high: level of. illiteracy—in which 





or 





they commit themselves. to pay 
up to one year's wages for train- 
ing if they leave prior to a desig- 


‘nated time. This is an obvious 


form of indentured servitude and 
is illegal in most countries. 

Your reference to "cruel re- 
wards" for Bangladeshi “есо- 
nomic success”, in the form of 


quotas “slapped on by developed 


countries” -last year, tells your 
readers nothing about what hap- 
pens to the profits garnered from 
the work of low-paid workers. 
These profits are deposited. in 
foreign banks and do not add to a 
solution of Bangladesh's serious 
economic plight. 

Great Neck, 


New York HERMAN STAROBIN 





Malaysia 

SiR—The world quite rightly con- 
demns South Africa for its system 
of apartheid—a form of institu- 
tionalised — discrimination—yet 
continues to aid and abet Malay- 
sia in spite of its institutional 
discrimination. 

In Malaysia today, the Malay- 
sian Chinese and Indians. (who 
comprise 35% and 10% of the 
population respectively) are le- 
gally denied equal opportunities 
(by the 1963 constitution), in ar- 
eas including public-service em- 
ployment and further education. 
Is it right that 45% of the popula- 
tion is denied 90% of positions in 
institutions of higher education? 
Moreover, free discussion of the 
subject invites prosecution. 

This matter must be brought to 
the attention of the United Na- 
tions, and discussed in the-inter- 
national community. Both mili- 
tary and civil aid should be 
withdrawn immediately, their re- 
sumption pending the establish- 
ment of an ethnically impartial 





constitution. 

Nedlands, C. LYTELMAN 
W. Australia D. SCHELLENBERG 
Ultraviolet vision 


SiR—Your article on the evolu- 
tion of red-green-blue perception 
in human vision (May 3rd) con- 
cludes with the fascinating obser- 
vation that birds' visual systems 
possess four colour channels: 
red, green, blue and ultraviolet. 
This prompts the obvious ques- 
tion: Why? 

As a geologist specialising in 
satellite remote-sensing, I can tell 
you that very little ultraviolet 
light reaches the earth's surface. 
What blocks out the ultraviolet is 
the earth's atmosphere. It does 
this because ultraviolet light has a 
very short wavelength, which in- 
teracts with and is scattered by 
molecules of air. As a result, little 





ulttaiolet reaches the | сагъ се 
surface to provide usable illumi- 1 
nation, and all that-an orbiting 


ultraviolet detector would detect 
would be scattered radiation, em- 
anating from the atmosphere 
itself. 

So why should birds have 
evolved the ability to see in the 
ultraviolet? It occurs to me that 
this may enable them to. "see" 
the atmosphere in which they fly. 
By detecting. variations іп the 
scattering of ultraviolet light, 
they may visually detect varia- 
tions in atmospheric: density 
(equivalent to temperature). and 
predict or perceive its motion, 
thus enabling them to fly with 
greater efficiency (eg, when birds 
of prey locate and ride on ther- 
mal air currents). 

If this is true, it might have 
some application in a daytime 
flight sensor for aircraft, to image 
and detect turbulence. 


London LAURENCE KiRK 





National Commercial 
SiR—In your article "Double 
jeopardy” (May 3rd) you say: 
“Because of bad and doubtful 
loans, the National Commercial 
Bank, Saudi Arabia's biggest, 
made provisions last year of 
$26.2m, increasing its ratio of 
provisions to loans and advances 
to 2.9%, up from 1.9% in 1984". 

May we point out that although 
it is true that we are (substantial- 
ly) the largest commercial bank 
in Saudi Arabia, the general pro- 
visions which were made last year 
were SR691,000,000, equivalent 
to $190 million, which represent- 
ed 3.3% of the total loans and 
advances. The correct figures re- 
flect the innate conservatism of 
the management of the National 
Commercial Bank. 


London J. J. GRAFFTEY-SMITH 


Civil Service pay 
SIR—"No, minister" (May 31st) 
fell short of your usual standard 
of analysis. Like most of your 
readers who are civil servants, I 
feel that I am working hard loyal- 
ly and professionally for minis- 
ters and that I am underpaid. 
There is no good evidence that 
civil servants have thwarted min- 
isters’ intentions. Ex-ministers 
who are asked about failures to 
implement plans rarely blame 
their ex-officials. = 

On the pay question, I should 


have expected you to examine 
the signals from the market. Able _ 


people are resigning in droves 


from the Civil Service, which can |. 
ill-afford to lose them. And when | 
the Service tries to recruit from 


the private sector it encounters 








о pay 
Service rates. The. Чеайшге of the 


‘French: system that you could 


learn from is not the "cabinets" 
but the fact that the public service 
is treated fairly so that people are 
willing to move between it and 





the private sector, in both 
directions. 

London RICHARD Оввѕ 
The Sikhs 


SIR—Mr Jaswant Gill (Letters, 
May 31st) argues that the Punjab 
problem can be solved only if the 
Indian government, instead of 
backing the Akali state govern- 
ment which, in his view, has lost 
all credibility among the Sikh 
masses, enters into direct negoti- 
ations with the Sikh militants. Н 
the government entertains such a 
policy of appeasement tow © 
the militants, it would surel 
signing the death warrant for we 
unity of India. 

It is an open secret that the 
Sikh militants are not at all inter- 
ested in a political settlement 
within the framework of the Indi- 
an constitution. Their declared 
aim is to create à separate Sikh 
theocratic state carved out of In- 
dian territory. To that end, the 
All-India Sikh Students’ Federa- 
tion has already announced the 
formation of a parallel govern- 
ment in the Golden Temple a few 
weeks ago. To enter into negotia- 
tions with these militants would 
be tantamount to sowing the 
seeds of future dismemberment 
of India. 


London 
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The US Mortgage 
Market to 1990 

The US mortgage market has changed 
dramatically in the past decade---and = 
its innovations are now spreading — 
abroad. This report, written by a New: | 


RANDHIR SINGH BAIN: 
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SCUTIVE FOCUS 


CREDIT ANALYSTS 


{ SAUDI CAIRO BANK, a leading financial institution in the 
‘Kingdom of Saudi Arabia, is currently in need of qualified 
à licants for the above position who will be responsible for: 


sparation of credit evaluation/analysis of loans applications. 
praisal of secured and unsecured credits... 
ation of relevant protocol and credit memoranda. 


is should be/have: 


—Bi-lingual (Arabic and English). 

—University degree holder in either Economics, Banking and 
Finance or Accounting. MBA degree holder is a plus. 

Minimum of five years experience in the same field. 


i benefits packages negotiable depending on experi- 
7 and qualificati ons. 
ons will be treated in strict confidence. Mail detailed 


SAUDI CAIRO BANK 


Head Office 

. The Personnel Manager 
PO Box 11222, Jeddah 21453 
Saudi Arabia 


ECONOMISTS: OVERSEAS 
OPPORTUNITIES IN AID 


Agency for International Development is seeking sea- 
soned professional economists ca “р of highly com- 
plex analytical tasks to work in developing countries. 
Also recent PhD's with course work in international | 
monetary, fiscal and trade policies. AID economists · 
conduct analyses of both the macroeconomic condition — 
of host countries and the microeconomic feasibility of 
individual projects. At the macroeconomic level they 
perform analyses of a country's balance of payments, 
government budget, growth prospects, income distri- 
bution, and fiscal, monetary and trade policies. Also _ 
help design sectór investment strategies and at the 
microeconomic level conduct cost-benefit analyses. US 
citizenship, world-wide availability апа good health 
are requirements. Salary range $22,000-$50,000 plus 
standard Foreign Service allowances when stationed 
overseas. Send resume and/or Standard form. 171 . 
(available at local US Office of Personnel мечет : 
offices listed in phone directories) to: 


Economist Recruitment (E), M/PM/R Agency tor. 
International Pavelo Washington, DC 


Equal Opportunity Employer 


iow 


The International Labour Office 
a specialised agency of the United Nations 
is currently looking for an 


I 'ER-REGIONAL ADVISER ON ENERGY TRAINING 


to respond toan increasing number of requests for assistance with the employment, training and soda aspects of energy дойда апа рго- - 
jects in developing countries. The work will involve assisting governments to determine energy training needs, developing policies and - 
programmes to meet those needs, evaluating national training capabilities, designing energy-related projects. and developing training 
methodologies/programmes for national staff. : 


The successful candidate will have a university degree in an energy-related discipline; consultancy experience; at least five years’ senior ; 
-level experience in the energy industry, particularly in developing countries; ability to analyse problems at organisational, ек national 
апа international levels; experience i in project development and fluency in English and French. : 


post i is based іп Geneva and will involve extensive travel throughout Africa, Asia and Latin America, 


The ILO would also welcome applications from other candidates interested in possible short-term and longer-term project ur in 
fields related to: manpower planning and training needs assessment in the energy sector; vocational and management training in specific 
energy sectors (eg new and renewable sources of energy, electricity, coal mining, oil and gas); employment and social implications of 
energy policies, projects and technologies. Particular emphasis is being given by the ILO to the role of energy in rüral development. 
Detailed curricula vitae should be sent to: 


international Labour Office, EXPERTS 
4 route des Morillons 
CH-121 1 GENEVA 22, Switzerland 





The fastest trade route — | 
in and out of Turkey, I 


As Turkey's international merchant bank, Iktisat 
Offers faster, easier access to the Turkish market. 


As well as providing a comprehensive trade 
finance service, our fully automated banking system _ | 
ensures documents are handled promptly and |. 
efficiently. 


In addition Iktisat offers not only extensive intet 
national trade experience, but an intimate know! 
of the Turkish market – through our network 
branches in d commercial centres pue 
country. 


If you're doing business with Turkey, ‘the way 
ahead is clear. 


как Bankasi, Binders tat 165, Eele is 
Branches ateistanbul (6 branches) 
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Third-world toughs 


South Africa's state of emergency is no longer techni- 
cal; it is endemic. It is one more step along the road 
from half-free oligarchy towards third-world police 
С е. Change in South Africa is ever less likely to be 

Jotiated, let alone decided, through a ballot box. It 
will come through the bloodstained power-broking of 
sectional interests: guns, armour, arbitrary arrest, 
backed by patronage and bribery, pitted against riot, 
arson and terror. Governments which set their police- 
men outside the law, which ban priests and community 
peacemakers, which deny free dissemination of infor- 
mation, which suspend constitutional rights, usually 
plead that repression is the precondition for future 
freedom. The history of modern politics replies that 
that is rubbish. 

To South Africa's President Botha, the events of the 
past week have, of course, been the work of agitators— 
he no longer pretends they are "outside" ones—who 
wish to destroy his gradualist reform programme. In the 
decade since the Soweto riots, such reform has become 
unavoidable as the internal contradictions of apartheid 
have become more blatant. Industrialisation has ren- 
dered absurd the Afrikaner ideal of pastoral separate- 
ness. The forces of urbanisation have contorted classi- 

apartheid into a crude racial despotism. The 
. .tionalist government has itself condemned apartheid 
to death, Mr Botha nudging it towards its end with 
measures on housing tenure, job reservation, influx 
control and miscegenation. 

Yet these changes have come about more from the 
logic of a prospering, still semi-free economy than from 
any great change of heart among most whites. Mr 
Botha, backed by most white voters, is persistently 
unwilling to concede politically what economic expan- 
sion has forced him to concede economically. The 1984 
constitution, embracing mixed-race people and Indi- 
ans, was defensible only as a way-station on the road to 
further reform, particularly to black enfranchisement. 
The more liberal elements in the government argued 
for “bottom-up” reform, beginning with local and 
provincial authorities and leading one day, perhaps, to 
national presidential elections. 

The peaceful transformation of a multiracial society 
from tribal dictatorship to plural democracy has for ten 
years been the dream of enlightened Afrikaners. But 
the strategy was plausible only if it was carried out with 
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conviction. It has not been. The reforms to local 
government, still based on group areas, proved to be 
pure apartheid. The offer of black participation in 
national government, through a “statutory” council, · 
was made meaningless by the banning or incarceration 
of those leaders to whom millions of blacks clearly offer · 
some sort of allegiance, notably Mr Nelson Mandela of 
the African National Congress. 


Power corrupting absolutely 

In the event, Mr Botha and the coterie of soldiers and 
security chiefs who form the State Security Council 
have cared not at all for democracy—witness their 
recent snubbing of the Commonwealth group. The state 
of emergency and the inability of Mr Botha and his law 
and order minister, Mr Louis le Grange, to curb the 
excesses of their poorly-trained, increasingly politicised 
police force suggest that the corruption of power is 
becoming absolute. From Sharpeville to Soweto to 
Uitenhage, the lesson is the same: the chief threat to 
law and order in South Africa is from anarchic police- . 
men, not from black radicals. 

Mr Botha will now presumably proceed to end the 
pass laws, while continuing to deny civil liberties as a 
reassurance to his right wing. Black migration will 
further transform the townships into urban versions of 
the homelands, in effect autonomous but the scene of 
vicious internecine violence which will spill over regu- 
larly into non-black areas. The militarisation of govern- 
ment, under way for almost a decade, may lead to local 
versions of the "participation" Mr Botha says he wants: 
military and police commanders bartering with black 
township leaders, some vigilante, some tribal, some 
perhaps even representing the radicalised young. They 
will swap protection, weapons, patronage, jobs, liquor 
franchises, land: but not the ballot. As in many big, 
multi-ethnic countries, the main political tensions may 
be inter-regional, inter-tribal and between central and 
local government, rather than ideological or democrat- 
ic. Western democracy, each group will comfortably tell 
the other, is not the African way. 

Already Mr Botha has been adjusting his country for 
what this means: the internal and external siege econo- 
my of a destabilised third-world state. The short-term 
consequences for South Africa, and its rulers, are by no 
means all bad for all of them. The collapse of the rand 








has acted as an internal discipline more effective than 
any conceivable trade or investment embargo might be. 
At about half its exchange rate of two years ago, it has 
made the export of capital and the import of goods 
cripplingly expensive. Inward investment now hardly 
needs further discouragement from any United Nations 
or Commonwealth ban. It is a negligible feature of the 
South African economy. 

Meanwhile, the ranks of underemployed apartheid 
bureaucrats wait eagerly to nationalise the assets of 
foreign firms inclined to “disinvest”. Waiting in the 
wings, or already on stage, are import surcharges, 
dividend restrictions, foreign-exchange rationing, gov- 
ernment directors (ie, soldiers) on company boards, 
price controls and black markets, the whole parapher- 
nalia of third-world corporatism. A falling exchange 
rate and falling unit labour costs are already producing 
an export boom which no amount of sanctions will 
curtail. Siege is insulating South Africa from the 
pressure of any future sanctions, protecting its markets 


and encouraging the self-sufficiency which it already 
enjoys in energy and arms. Everyone knows the long- 
term costs of such distortions, but the long term is not 
much on the agenda in Pretoria at present. 

The lesson of the past week is not that revolution is 
just round the corner but that the Afrikaner leadership 
is systematically destroying the supposition which it 
inherited from its English-speaking predecessors ' in 
1948: that the country’s ruling elite should be viewed as 
a sophisticated political community fitfully making its 
way towards western democracy. Afrikanerdom has 
never had that sort of political culture. It was rooted in 
Africa’s most primitive agrarian traditions and has 
accepted the accoutrements of a first-world economy 
only as a veneer. The right-wingers who pester Mr 
Botha will tighten their belts and accept the same 
constraints on their living standards that black militants 
would welcome from sanctions. Between such implaca- 
ble rocks, the much-vaunted middle ground of demo- 
cratic reform is likely to be a desolate place. = 





Reagan’s court 


Looks conservative with Justice Rehnquist, should be independent 


Curbing inflation, cutting taxes, bombing Libya: none 
of these things may prove as enduring a legacy of 
Ronald Reagan’s presidency as his choices of brethren- 
in-robes to serve in the federal judiciary. With the 
resignation of Chief Justice Warren Burger, the nomi- 
nation of Justice William Rehnquist to serve in his place 
and of Judge Antonin Scalia to serve in his (see page 
33), the Supreme Court already looks more conserva- 
tive. Chief Justice Burger was no liberal, but nor was he 
an ideological conservative; he has not sided consistent- 
ly with Justice Rehnquist, unquestionably the court’s 
most conservative member. Judge Scalia’s reputation is 
for strict constitutionalism and minimal government 
interference in the market, particularly through regula- 
tions. His service on the District of Columbia’s court of 


_ appeals has not provided much opportunity to assess his 


views on social issues, but he is widely regarded as 
conservative on these as on other matters; he is a 
Roman Catholic. 


No ordinary lot 

Judges, of course, do not always vote the way expected 
of them, as many a president has learnt to his annoy- 
ance. Political labels, such as conservative or liberal, 
are often inappropriate to them. Independence is an 
essential quality for Supreme Court justices because 
their job is not just to interpret laws but to decide 
whether the actions of the executive and the laws of the 
legislature are constitutional or not. Like high courts in 
other countries, America’s Supreme Court defends the 
individual against the authorities. Like supreme courts 
in other federations, it settles disputes between the 
states and the federal government. Unlike most other 





high courts, however, it can act as a brake on a 
reforming administration, such as Roosevelt’s, or as a 
promoter of social change in the face of a timid and 
cautious administration, such as Eisenhower’s. It can 
even precipitate the downfall of presidents, as it did by 
obliging Richard Nixon to hand over those (expletive 
deleted) tapes. 

The appointment of Supreme Court justices is there- 
fore one of the most serious responsibilities of any 
president. He is entitled to pick people whose politics is 
in keeping with his own; but it would be an abuse of his 
powers if he were to choose justices whose respect f - 
the law was subordinate to their political ideology v. 
whose legal qualifications were inadequate. None of Mr 
Reagan’s choices for the Supreme Court has failed 
these tests: Justice Sandra Day O'Connor, his first 
appointment, has shown her independence of mind; 
Justice Rehnquist (a Nixon appointment) has a formi- 
dable intellect; Judge Scalia has an impressive legal 
record. But Mr Reagan's nominations to lower federal 
courts have been less respectable. The Republican- 
controlled Senate Judiciary Committee, which vets 
candidates before they are voted on by the full Senate, 
recently took the unusual decision to reject one nomi- 
nee and withhold a recommendation on another. That 
is one reason for being uneasy about Mr Reagan's 
designs for the Supreme Court. 

Another reason is that the president might hope the 
court could help rectify his own conspicuous failure, so 
far, to make good on his long-standing promises to ban 
abortion, introduce school prayer and in other ways 
satisfy the religious right. Congress, probably reflecting 
public opinion at large, shows little appetite for such - 





1modating. Only last week it reaffirmed a wom- 
г an's right to an abortion and struck down the adminis- 
_ tration’s rules governing the treatment of babies born 
- With severe defects; the week before it upheld the right 
. of the mentally ill to claim disability benefits; last month 
it rejected the Justice Department's narrow view of 
_ preferential job treatment for blacks. In these decisions 
_ the court was performing its classic role as a check on an 
_ Overweening executive. 

_ Will it continue to do so if Mr Reagan makes any 
_ more appointments? That he тау have the chance is 
. clear from the ages of the justices: leaving aside the 
retiring chief justice (aged 78), four are over 77 and 
. Several are in poor health. It was this that prompted the 








геа heir farmers 


In 2016, a Cotswold hill farmer is fined 1,000 ecus for 
breaking the terms of his Rural Amenity Preservation 
rant. Inspectors have found his farmhands milking a 
-herd of low-yield Friesians with a machine, rather than 
Бу hand, and failing to wear antique smocks during 
: working hours. Nor can the farmer offer penury as an 
| excuse: his joint venture in stag-hunting through subsi- 
 dised woodlands is an oft-told success story at the 
“Plough and Pail in nearby Chipping Parva. 
Far fetched? Not completely. The changes іп Eu- 
TOpe's common agricultural policy that will lead that 
farmer into temptation may be crystallising now. For it 
ds gr lly dawning on the governments of the indus- 
. trial world that their current approach to farming is not 
merely illogical—they have lived with that fact for some 
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services, or of better terms for foreign direct invest- 
ment. Theirs is a just demand. These countries need to 
_ exercise their comparative advantage to trade their way 
of debt. They have a right to expect less protection 
he rich farmers of rich countries whose govern- 
5 insist that the people of the developing world 

to unpalatable economic reality. . - | 











Һапреѕ. So far the Supreme Court has been по more 


Agricultural disarmament 


Trade talks cannot succeed unless rich countries 


have to pay for land to remain idle. They will have to 
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Rev Pat Robertson, an evangelical Republican, 
declare after the court's abortion decision that the anti- 
abortionists’ hope lay in the “wonderful process of th 
mortality tables". They may not have long to wait. - 
Yet, for all the heat of the abortion debate, it is no: 
the most important issue on which the court may hav: 
to decide. It is secondary, for instance, to the matter of - 
capital punishment, already reintroduced by the Burger 
court—to America's shame. It would be even more 
shameful if Mr Reagan’s most lasting legacy was a - 
Supreme Court guided chiefly by political consider- 
ations. The fear of this could largely be laid to rest by - 
the nomination to the lower federal courts of a number - 
of well qualified judges of independent views. Tha 
need not await old mortality. : 2 


The cost of agricultural 
Support Eec 
Budgetary expenditure 


1980-82=100 


In consequence, the calls for agricultural disarma- 
ment are getting louder—and better informed. The 
summiteers in Tokyo in May, after making a ritualistic. 
bow to the importance of the well being of rural 
communities, "agreed that when there are surpluses, - 
action is needed to redirect policies and adjust struc- - 
tures of agricultural production in the light of world - 
demand". A recent study by the Organisation for 
Economic Co-operation and Development found that 
farmers would suffer least if governments acted togeth- 
er to cut subsidies. The World Bank estimates that е 
distortions in agricultural trade cost OECD taxpayers 
and consumers more than $100 billion a year. ~ | 


Moving Europe from the rear into the van ae 
The task is to turn these commitments and findings into 
an initiative that will defuse a trade war and prepare the | 
industrial world for some of the new disciplines on — 
farmers that a successful GATT round would have to- 
impose. The EEC will have to adapt more than the - 
United States or Japan. Its system of farm support relies | 
particularly upon using state spending to store or export 
the surpluses encouraged by the high prices paid to - 
farmers by consumers. America devotes part of its farm 
spending to taking land out of production. Japan robs - 
its consumers more than any other country, but it does. 
so through a system of institutionalised inefficiency 
which keeps Japan a net importer of food. 

Whether they like it or not, European governments. 
will have to shift their support away from crops and 
towards selected farmers. They will have to move to 
direct and thus transparent income support. They will 


explore private- and public-sector ways of preserving - 
the countryside for visitors, pleasure and leisure, with- 
out livestock or crops. The predicament of that Cots- 
wold farmer may seem fanciful today, but the forces 
conspiring to create it now look unstoppable. ^. 










Dr Mahathir’s elixir 


His suspension of Malaysia’s new economic policy is more an opportunity 


than a setback 


Malaysia’s prime minister, Dr Mahathir Mohamad, has 
sensibly suspended the New Economic Policy (NEP) 
that seeks to boost the economic power of the ethnic 
Malays—the bumiputras ("sons of the soil"). The 
policy has produced some hypocritical nonsenses, and 
with lower prices for oil, tin, palm oil and rubber the 
country can no longer afford it. Before the Malaysian 
government resumes social engineering, it needs to 
change both the aims of the NEP and the methods 
chosen to pursue them. 

Conceived after serious race riots in 1969, the policy 


‘sought to redress the balance between Malaysia’s ethnic 
_ Chinese and Malay communities by increasing the share 


of corporate equity owned by bumiputras from virtually 
nothing to 30% by 1990. The Malaysians who stood to 
lose were the Chinese and some Indians. Along with the 
foreigners, their dominant stake in business life was to 
be reduced. Since then, ethnic tensions have eased, 
though more because all communities gained as Malay- 
sia doubled its real GNP in a decade than because some 
Malays were recruited as frontmen in Chinese-owned 
“Ali Baba" companies. Now, growth is down from 8% 
a year to virtually zero, and Dr Mahathir's government 
will have to put more stress on the creation than the 
redistribution of wealth if it is to avoid rising discontent 
from Malaysians of all colours. 

It has not proved wise to maintain quotas on equity 


ownership when the country has not got enough busi- 
nesses owned by anybody. Dr Mahathir now needs to 
encourage the Malaysian-Chinese, who are emigrating 
to America, Australia and Europe, to stay and invest at 
home. Foreign capital ought also to be welcomed 
generally, not only selectively as with the recent Roth- 
man and ICI deals. Malaysia's industrial policy should 
be scrapped. The government has misspent about $3 
billion creating state-owned industries with lots of 
bumiputra executives—making uneconomic cars, steel 
and cement. It will compound the error if it listens to 
those urging it to throw money at the electronics г“ 
service industries. 

Far better to concentrate instead on achieving equali- 
ty of opportunity for all Malaysians. Tens of thousands 
of Malay graduates are returning from their American 
and European university courses, some of them with 
MBAs. The government ought to do all it can to add to 
their number and to encourage more Malays to go into 
private business. The challenge is as much cultural as 
economic. It is because they are more enterprising that 
the Chinese, who make up 30% of the population, own 
about twice that share of the corporate equity on official 
figures, and a lot more in the “Ali Baba" companies. 
The laid-back Malays are not going to become more 
commercial by the government steering wealth their 
way, with few questions asked. 





Let capital roam free 


And make Europe's money markets one 


A free market for capital is the dream of Mr Jacques 
Delors, president of the EEC Commission. Such vision- 
ary stuff usually means disappointment, because gov- 
ernments quarrel, if not over aims, then over how to 
achieve them. This dream might actually come true. 
The common market's finance ministers all said this 
week that they liked Mr Delors's three-stage plan to 
dismantle capital controls. It only remains for them to 
carry it out. The quicker they do so, the sooner can 
Europe's investors put their money where it does 
them—and Europe—most good. 

As the first and easiest of its three steps, the 
Commission plans to enforce its existing free-market 
rules. As a second step, it will ask governments to pass 
some new rules. Together, these changes will let most 
sorts of capital move freely within the EEC. Cash will be 


free to travel if it is linked to a foreign-trade transac- ` 


tion; if it is for direct investment, or investment in 
12 





securities or property; or if it is in transit because 
somebody is emigrating. In each instance, investors will 
be free to seek the highest return—maximising their 
own income and channelling Europe's savings more 
accurately to the most efficient uses. 

Steps one and two аге feasible. Most European 
governments are persuaded that freer-flowing capital is 
in the best interests of their countries. To win over the 
doubters, the plan makes exceptions for the weakest 
economies, where too-rapid capital flight could pose 
political and/or economic problems. The British, 
Danes, Dutch and West Germans have already re- 
moved their exchange controls. They do not need to do 
anything else to comply. Nor do the French, thanks to 
the financial liberalisations announced in May. The 
Belgians, who have only a little way to go, can probably 
be persuaded to comply by telling them it is the 
Eurothing to do. The Italians will have to be shouted at: 
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elaborate ТА are unacceptable. The Greeks, 
_ Irish, Portuguese and Spaniards can be let off the hook 
- for now. The vulnerable economies of the first three are 
‘small enough for it to matter little if they move in the 
per, free-market direction more slowly; and the 
Spanish government elected this weekend will have 
enough on its plato integrating its long isolated econo- 
: my into the EEC. 

_ Step three, which is not to be taken before 1989, is 
the real challenge. It would abolish all remaining 
exchange controls, freeing Europeans to open bank 
. accounts in foreign currencies, to lend each other 
money without having to claim that the loan has 
. something to do with a trade deal, and to gamble in 
. each other's money, markets. To make the most of that 
freedom, Europe's governments will also need to give 
- their common capital market a single set of regulations. 
E A patchwork of national rules distorts the behaviour of 












investors even when capital can flow across borde | 
This third and most radical step will pose a proble 
for the European Monetary System ‘(see page 86). 
governments allow their domestic economic policies to 
diverge too far, massive capital flows in free markets 
may catch them out by forcing frequent exchange-rate 
realignments. The price of capital freedom might then _ 
be the breakdown of the EMS. That risk is worth - 
taking—first, for the microeconomic benefits from a _ 
free flow of capital; and, second, because an EMS more _ 
easily thrown out of kilter by disagreements could 
prove a macroeconomic blessing in disguise. Merging 
Europe's money markets will make it harder for any 
central bank to fix interest rates by itself. This, in tur 
should promote co-operation in economic policy. Giv- 
ing a spur to co-ordination was the idea behind the EMS 
all along. Mr Delors's plan, if carried through, could 
make that dream a reality, too. 





















| ompeting by collaborating 


























Joint ventures are not always bad for the customers 


: Competition. and collaboration are opposites—hence 
_ the existence of trustbusters to protect the public from 
orate collusion. So look askance at those who 
P im that customers and taxpayers will benefit if 
. European companies combine to build a European war 
machine (see pages 17-19); or develop space-age tech- 
¿nology in the French-inspired Eureka programme; or 
_ “rationalise” а motor industry with excess capacity; or 
develop another generation of airliners. But do not 
-always turn scepticism to kneejerk condemnation. 

, True, the result of collaboration is often Parkinso- 
. nian growth of manpower and bureaucracy. Concorde 
showed how industrial. marriages can go expensively 
. eng. Other unhappy unions have won less notoriety 
г because they were not pushing out the frontiers 

of technology. Examples include the (now dissolved) 

cross-border mergers between Dunlop and Pirelli, the 

British and Italian tyre companies; and between 

Hoesch and Hoogovens, the West German and Dutch 
steel ompanies 





















-Ganging up against the market leader 
* Nonetheless, collaboration sometimes helps the cus- 
tomers as well as the collaborators. The idea of 
competition is to let customers make a choice, in the 
belief that they will choose whatever is best and 
_ cheapest. The idea of collaboration is to avoid the 
wasteful duplication allegedly implicit in the provision 
- of that choice. So the trick is to cut the waste without 
. cutting the competition. This is not always mere soph- 
_ istry: if a refusal to allow collaboration allows one shark 
dominate or devour a shoal of minnows, the pool is 







iot competitive in any sense useful to consumers. — 
| bad way to work the trick is to leave it entirely to 
icians. First; because they are templed to use any 





joint venture as a piece on a political chessboard. 
Second, because such a venture can become so associat- 
ed with national prestige that it is impossible to drop. 
Interventionist-minded French governments have been | 
among the worst offenders on both counts. Concorde is 
a Pyrrhic victory of pride over commercial realism. 
French selfishness wrecked Unidata, a merger of Euro- 
pean data-processing companies. It is now threatening 
the telecommunications pact of state-owned Compag- - 
nie Générale d'Electricité with America’s AT&T and 

Philips of Holland. j 

An even worse way to work the trick is to assume that - 
politicians do not matter. In any collaboration, whether ў 
by an agreed merger ог a subsidiary joint venture, itis . 
likely that at least one partner will be fleeing the full 
force of competition (otherwise, why not stay sepa- - 
rate?). That force is likely to mean job losses, threat- 
ened or actual, or postponed investment. It is futile to 
suppose that politicians will not concern themselves 
with such effects. d 

So what is the best way? Start by determining the | 
justifiable reasons to collaborate. If R&D costs are high 
but a product’s life-cycle is short—such as with tele- 
coms, where a new switch may cost $1 billion and be 
outdated within five years of its first sale—then it makes 
sense for a company to share knowledge, costs and — 
rewards. The same applies even more to aerospace, 
whose expensively developed products have a long life . 
but the potential for relatively few sales. 

Let governments and regulators therefore applaud — 
the complex links which are common in aerospace. The 
latest may even join America's McDonnell Douglas . 
with Europe's Airbus, the better to take on Boeing. 
Britain's Rolls-Royce already co-operates with Ameri- 
ca's GE бег America’s Pratt & Whitney on two. sizes 









of engine—-and co-operates with Pratt against GE on a 
third. Those schemes do not cartelise the market; they 
“keep three oligarchs alive and in fierce competition. 
Governments need to recognise that the worst of all 
worlds is to encourage a collaboration and then protect 
it by directed procurement policies. Part of Japan's 
success is that. while its companies may collaborate in 
 R&D, they have to compete to the death to sell its 
results. By contrast, when Europe's governments guar- 
-antee the purchase of Airbuses or Tornadoes or new 
- kinds of European-built helicopters, they preserve jobs 
nd technology only in the short term. 
Оп the business side, corporate strategists need to 
define precisely what they expect from a collaboration. 


А plod or a canter? 









































rade unions for the greater good 


ven years of Thatcherism have wrought some encour- 
aging changes in Britain's Labour party and trade 
unions. The policy statement that they will discuss on 
une 23rd will favour secret balloting, trade-union 
democracy and individual as well as collective rights. It 
will accept as facts of life both the decline of the 
unionised heavy industries and the increase in part-time 
employment. And it will agree that industrial-relations 
policy should reflect these changes. So much for those 
“who said that the introduction of law into trade-union 
"affairs would make unions more intractable for а 
generation. But Labour's union policy is still inade- 
. quate in two respects, one legal, one economic. 
<: The legal flaw is that Labour remains silent on how it 
would bring law-breaking unions into line. Would it 








‘Trades Union Congress (ТОС) are drawing up cosy 
guidelines on peaceful picketing: would a Labour 
- government call up hundreds of policemen to deal with 
mobs who broke those rules? Or would violence be 
allowed to overwhelm those who saved a business from 
bankruptcy by employing only 600 workers on jobs 
which the unions had insisted should be filled by 6,000 
people before? 


| When each 1% pay rise pinches other people’s jobs 
_ The economic weakness is that Labour has said virtual- 
-ly nothing about pay. Voters have not forgotten 20% 


. inflation and epidemics of strikes for more pay. Labour 


. has to persuade them that it would do better than in the 
1970s—-which is not as hard as its silence implies. Over 





| Britain's Labour party has yet to show how it would work with 


. allow their funds to be sequestered? The party and the , 





The looser the definition, the greater the scope for 
failure: Dunlop and Pirelli squabbled over unexpected 
debt; Hoogovens and Hoesch over which should bear 
the heavier redundancies. GE's co-operation with. 
France's SNECMA works well, but its deal with Rolls- 
Royce is teetering because it is based on an understand- 
ing between two men, one of whom has since died. 
Agreements need clarity (an EEC-wide Companies Act 
would help) more than they need equality: the deal 
between a strong Honda of Japan and a weak Rover of 
Britain prospers because both parties have precise roles 
and complementary needs. Honda gives Rover a wider 
model range; Rover gives Honda a Trojan Horse; the 
collaborators give customers more choice. 





pay. The language could be full of compassion, thus 
putting the unions on the spot; the substance would be 
hard-headed enough to calm the money markets. 

The absence of anything coherent on pay emphasises © 
the need for Labour's industrial-relations policy to be 
geared more towards preventing conflict than to resolv- 
ing it after it has begun. Both party and unions say they 
are moving that way, with a growing emphasis on 
employee involvement and consultation. Both agree 
that some form of consultation should be mandatory, 
but that its details càn be left to individual firms. A 
really imaginative policy would cast aside the Labour 
movement's old ambivalence about worker ownership, 
and embrace that radical doctrine—not least as an 
alternative to the renationalisation. of. privatised 
companies. : i 

The party's ideas on participation are fresher than 
those in the Bullock report in the 1970s, which wo 
have put union leaders on company boards. The pasty 
leader, Mr Neil Kinnock, will have to stay firm about 
this. The danger is that the unions will still insist on 
taking control of all consultative machinery, and thus 
riddle it with old antagonisms before it could become - 
the basis for any new harmony. Last year, a joint. 
document from the TUC and the Labour party suggested . 
that individual workers should be given rights tọ. 
information and. consultation. That suggestion was. 
cheerfully reported, in a later TUC document, as a 
scheme for giving unions such rights. — 

Nor should Labour shun some proven methods of 
avoiding conflict just because the ТИС hates them. 
Labour will probably say it wants to encourage proce- 
dural agreements in which both employers and workers 
promise to take no action while the various stages of 
conciliation take place. Good. But some groups of 
workers, to the chagrin of the TUC, already do this. 
They call them no-strike agreements. Mr Kinnock's 
enthusiasm for Japan's economic success could usefully 
extend to them. — done Be 








> TRADING PROFIT 1985 
(Six months to Match M) 
iE? million 


Voto For the б} succes 
à that. profits аге up. 
Our trading profit is al most doubl e the one. we reported 
this time last year. And in the last six months our profit before tax 
i £ 59.3 million; - 


z time, Guinness PLC can report 


“The interim dividend is up 12% to 2.24p over the same 
od. And earnings from our stock units are continuing to grow. 


‘results by aryories standards. 
Allthe moreso because these figures don't include Distillers. 
nd thar was the largest acquisition in British company history. 
Naturally, we didn’t neglect our existing business while all 
thatwas going on: 
Draught Guinness sales in. the UK were up 7% While beer 
es overall were down. 


TRADING PROFIT 1986 
(Six months to March 31) 


£67.8million 


Kaliber our norealcoliolic lager; has taken off in the USA 
and looks set to do the same here. 

And our retail division: has made further progress. in 
achieving their target of a 596 margin. 

In the mear time, we're smoothly and successfully. inte- 
grating Distillers into the Guinness group. 

In fact we're now one of the w rorld’ 1 5 largest and most pres- 
tigious drinks companies. 

Which is good news for our аб holders. 

But surely a sobering thought for the competition. 


GUINNESS PLC 








| 66578 million pre-tax - 
profits for the half year. 
An encouraging stal 






Highlights from SIR JOHN CUCKNEY'S 
statement to shareholders. CRT 








Your company has now concluded a successful recapitalisation а ы 


has a much stronger balance sheet. The results for the first half year 
show a pre-tax profit of $7.8m, compared with $4. 8m in 1985. 
Achieving cost competitiveness remains a problem. 


Westland Helicopters 

and Helicopter 

Customer Support 
Turnover up 4.3%. Delivery of 
the 21 Westland 30 helicopters 
to India is now underway, and 
the order from Germany for 5 
more Lynx shows a welcome 
confidence in the company. 


Westland Aerospace 
A good first half performance 
with orders for two AP 1-88 
hovercraft as well as the first 
^. firm order from Sikorsky. 
~ Turnover at $26.4m up $15.3m. 
Profits up 0.7m to £2.7m. 


Westland Technologies 
Despite a drop in orders during 


the first half year most of which 


-¢¢In conclusion, I believe that we have made an ааш start 
to your company’s recovery programme? E 











has now been made good, 
turnover was up 8.5% at | 
$43.2m and profits before tax . 
were up $0.2mat$5.3m. 





International Development 
Whilst remaining first and fore- 
most a British public company, 
Westland now has stronger links 
with both Europe and the USA. 

We attach great importance to 

the EH101 our joint helicopter 
programme with Agusta of Italy, — 
which is in an advanced stage of 
development. Plans for the e 
manufacture of the Black Hawk —— CE 
under licence are progressing - 
and we are participating in the- 
multi nation study for the 
European NH90 and Light | 
Attack Helicopter programmes. 














T Westland plc Yeovil England - 


REPORT CAN BE OBTAINED FROM THE 
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A joint-venture F-16 fires a single-country AMRAAM | 


Europe does it the 
second-best way 


BY OUR DEFENCE CORRESPONDENT 
/ 


As recently as 1970, the idea of European members of NATO collaborat- 
ing in arms-production lived mainly in the minds of academics and 


ence journalists. Toda 


it is a central feature of those countries' 


arms policies. Has it and should it become an end in itself? 


A European urge to collaborate in the 
making of weapons started to take shape 
in the 1960s. That was when American 
industry, led by some breakthroughs in 
aerospace technology and driven by a 
microelectronics revolution, began to 
produce. high-performance military 

uipment of all sorts, much of it superior 

anything built in Europe, and cheaper 
too. At the same time most European 
countries were cutting their defence bud- 
gets and therefore looking for bargains. 
American weapons poured into Europe. 
West Germany bought Phantom fighters. 
France put naval F-8s on its aircraft carri- 
ers. American artillery and armoured 
personnel carriers were widely ordered 
too. 

This had a cost in Europe of jobs, and 
of pride. Collaboration seemed the only 
way in which the Europeans could pre- 
serve their defence industries and avoid 
becoming dependent on the United 
States for the means to defend 
themselves. 

The collaborative projects pursued 
since then have invariably been declared 
useful by the governments that paid for 
them, the industries that did the work and 
the armed forces that received the prod- 
uct. Weapons co-operation, in whatever 
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form, is today assumed to be far superior 
to single-country production. It ain't, as 
the old song says, necessarily so. 

Of the approaches that have been tried, 
the earliest ones were some of the best. 
One early arrangement was the Lynx- 
Puma-Gazelle helicopter deal struck in 
the 1960s between Britain (Westland) 
and France (Aérospatiale). France devel- 
oped Puma and Gazelle; Britain devel- 
oped Lynx. When it came to production, 
Britain built virtually all of the 300-odd 
Lynxes, of which France bought a few; 
Britain produced most of the parts for the 
300-plus Gazelles, the smallest and sim- 
plest of the machines, and France pro- 
duced most of the Puma parts. Both 
Britain and France then assembled Pu- 
mas and Gazelles from these parts. 

The assignment of the design for each 
machine to one company was a big mon- 
ey-saver. Even more money could proba- 
bly have been saved by having only one 
final assembly line for each type of heli- 
copter; but the lopsided production ar- 
rangements were needed to balance each 
country's total work against its “offtake”’, 
the number of helicopters it bought. 

In 1978 NATO thought up an arrange- 
ment called "families of weapons", which 
contained some of the same elements as 





that helicopter deal. The idea was that the 
United States would develop one sort of 
weapon, using its normal procedures, and 
Europe would develop another weapon 
of the same family. Then the two parts of 
the alliance could either buy what they 
wanted from both sources, or make it all 
at home. The developers were obliged to 
make their designs and technology avail- 
able at no cost if requested. 

The most notable family was the one 
consisting of air-to-air missiles. The Unit- 
ed States undertook to develop a new 
medium-range one, AMRAAM (advanced 
medium-range air-to-air missile), and Eu- 
rope a short-range one (ASRAAM). Both 
projects are still in progress. The AM- 
RAAM in particular has had horrendous 
problems in the United States, running 
into sky-high costs and technical troubles. 

The ASRAAM started as a joint enter- 


The radar comes from America 
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prise split 50-50 between British Aero- 
space and Bodenseewerke Gerátetechnik 
of West Germany, with Aérospatiale of 
France a non-participating partner retain- 
ing the option to buy in at a later stage. 
Recently Norway, represented by Rau- 
foss, has bought 10% of the deal. The two 
main companies have formed a joint 
company, BBG, to supervise the pro- 
gramme. Happily, it has not yet grown to 
huge and costly size. But it still could. 
The ASRAAM is lagging behind the AM- 
RAAM; full-scale development has not yet 
started. 

It is too early to say whether this sort of 
transAtlantic carve-up will save money. It 
has elements of a cosy cartel in it. Howev- 
er, it will unquestionably avoid duplica- 
tion and has the potential to reduce 
production costs. The chance that one 


Lynx, a model of collaboration 


part of the alliance will choose to build 
the other’s product, after it has been 
developed, ought to serve as a form of 
competition and keep prices down. 
There is a variation on this competi- 
tion-by-right which has much to recom- 
mend it but has never yet been tried. This 
is to introduce the concept of rival sources 
of production on the two sides of the 
Atlantic. For years, the United States 
conducted competitions between devel- 
opers and then gave the winner a monop- 
oly to produce the weapon and its spare 
parts forever. Recently the Pentagon has 
found that it can often save a great deal by 
inviting second contractors—sometimes 
the losing competitor for the develop- 
ment work—to bid against the winner for 
second and subsequent production batch- 
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es. Opening second-source bidding to 
European contractors is a logical exten- 
sion of this practice, and there is no 
reason why European governments could 
not do the trick in reverse. 

The less attractive facets of collabora- 
tion emerged when France and Britain 
divided a project between British Aircraft 
(later British Aerospace) and Breguet 
(later Dassault) for the Jaguar ground- 
attack aeroplane. Because there was only 
one basic machine, there could be no 
development swap as with the helicop- 
ters, and both companies insisted on 
keeping their design teams in place. A 
separate organisation was therefore set 
up to supervise the sharing of develop- 
ment and production work. The parts of 
the aircraft and engine were divided be- 
tween the countries—none was made in 





both—and each company set up a final- 
assembly operation, ordering parts for as 
many aircraft as it wanted from both its 
own and the other country’s suppliers. 

This Jaguar arrangement was the mod- 
el for the later Tornado project involving 
Britain, Italy and West Germany. Re- 
search, development and production 
work was parcelled out among the three 
countries on the basis of the number of 
aircraft they contracted to buy, but pro- 
duction of costly parts was not duplicated; 
there were three final assembly lines and 
an international management organisa- 
tion (Panavia) to run the whole affair. 

A different sort of collaborative ven- 
ture was used to manufacture the Ameri- 
can F-16 fighter in Europe. The F-16 was 
developed by General Dynamics, in a 


head-to-head competition against the 
Northrop F-17. Four European countries 
then clubbed together to buy a common 
fighter. They got it in the shape of the F- 
16, and got it pretty cheap because Das- 
sault had made a competitive bid. Thus 
there were two successive squeezes on the 
F-16's price, and the European countries 
were able to acquire the research and 
development costs cheaply. 

The production arrangement finally 
agreed upon allowed each European par- 
ticipant to make 40% (measured in mon- 
ey) of the aircraft it would buy, as well as 
10% of the first batch for the American 
air force and 15% of the aircraft sold to 
other countries. The idea was to ensure 
that the European countries would get 
production work equal to the value of the 
aircraft they had ordered, provided a 
reasonable number of sales were made to 
other countries (they were). Two Еш 
pean final-assembly lines were set up. 4 
four European countries manufactured 
parts of the aircraft, many of which were 
incorporated into the American produc- 
tion—for although American manufac- 
turers could make all parts of the aircraft, 
the United States was obliged to import 
some from European companies to give 
them their agreed share of the work. 


No golden rules 

The F-16 arrangement had one big failing 
(aside from too many final-assembly 
lines). The European countries let too 
much of their production share go to 
monopoly suppliers without adequate 
fixed-price safeguards. This raised the 
costs of their aircraft and lowered the 
number of parts their manufacturers were 
allowed to produce. 

In terms of employment and technol- 
ogy transfer this sort of co-operation has 
much to recommend it; but there is ! 
question that the European countri.. 
could have had their aircraft more cheap- 
ly by buying them from the United States 
under tough, fixed-price contracts negoti- 
ated during the competition. 

No "best" form of collaboration 
emerges from such case studies. A 
scheme that works well for a product that 
has high research and development costs 
and low production volume, such as an 
aircraft, would not be ideal for a rifle. For 
costly equipment, such as missiles, air- 
craft and tanks, the trick is to avoid 
duplicated development, duplicated pro- 
duction work and extra administration. It 
is also to introduce as much competition 
as possible into the production process 
(for example, by having competing pro- 
ducers or competing subcontractors—or, 
ideally, both). 

Of the examples in this article, the 
Puma-Lynx-Gazelle operation was in 
many ways the most successful. Neither 
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development nor parts production was 
duplicated (although there could have 
been more competition in parts produc- 
tion), and no money-wasting suprana- 
tional bureaucracy was involved. 

Both the Jaguar and Tornado pro- 
grammes used such bureaucracies. In the 
case of Tornado the extra layer of admin- 
istration involved hundreds of people. 
Their salaries and offices, plus their inces- 
sant travel, meetings and other expenses, 
added, on some estimates, nearly 30% to 
the cost of the aircraft. 

Supporters of such collaborative 
schemes admit that the extra "supervi- 
sion" costs a lot, but they argue that the 
amount is dwarfed by the saving each 
country achieves by being able to split the 
research and development costs with its 
partners. They have a point. However, 
R&D costs can often be cut even more by 

-ying off the shelf and driving a tough 

rgain. Normally the R&D costs of a 
"weapon are paid for by the government, 
which then tries to recoup part of its costs 
by adding a surcharge when a manufac- 
turer goes for an overseas sale. But often, 
in the heat of competition, some of this is 
waived. 


Nice and inefficient 
Direct comparison between weapons 
made through collaboration and those 
developed and sold competitively by one 
manufacturer is hard to make, because 
there are few examples of the same thing 
being produced in both ways. One near- 
exception is the TOW anti-tank missile, 
made by Hughes Aircraft in the United 
States, and HOT, made by the Franco- 
German Euromissile consortium. These 
weapons are very similar. When they 
were competing for sales to the 
British army in 1977, some 7,500 

iw missiles were offered for 

5m; HOT's price was nearly 
twice that. 

The Tornado project is often 
described as European arms col- 
laboration at its best. Certainly 
it produced two excellent air- 
craft. But it is hard to argue that 
it produced them efficiently. 
The interceptor version is simi- 
lar to the American Grumman 
F-14, and the attack version to 
the Grumman А-6, Although the 
British government has never 
released the R&D costs of Torna- 
do, it has said that the entire 
programme will cost more than 
the Trident missile project, the 
price of which now stands at 
nearly £10 billion. This makes 
the 385 Tornadoes cost some 
£30m each (roughly $45m). This 
price includes spare parts, train- 
ing aids and the rest of it, which 
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could run as high as $7m-8m per aircraft: 
call the aeroplanes alone $37m. Today 
the F-14 costs around $36m and the A-6 
around $23m. Thus 165 F-14s and 220 a-6s 
(the respective numbers of Tornado in- 
terceptors and Tornado attack aircraft 
that Britain has bought) would average 
$29m per machine. 

Despite the fact that they may raise 
costs, collaborative ventures are attrac- 
tive to military men because they are so 
hard to cancel. Senior officers in demo- 
cratic countries worry that a change of 
government could bring sweeping 
changes in procurement plans. They be- 
lieve that collaborative arrangements are 
virtually immune from political meddling. 
They are. But it is hard to argue that this 
immunity is always a good thing. The sP- 
70 self-propelled 155mm gun, being devel- 
oped by Britain, Germany and Italy, is 
hopelessly behind schedule (planned for 
the 1970s, it will be lucky to be in use in 
the 1990s) and over budget. Any one 
country would almost certainly have can- 
celled it long ago, but it drags on, gulping 
money, only because it has three parents. 

Collaboration is often the antithesis of 
free-market competition. Collaboration 
aims to save money through agreement to 
eliminate duplication; competition saves 
money by encouraging duplicated efforts 
and choosing the cheapest and best of 
them. There can be no doubt that compe- 
tition is the more effective cost-cutter. A 
completely free arms market within NATO 
would produce better value for money 
than any system of collaboration. And, 
contrary to the common suspicion, the 
entire alliance would not finish up buying 
everything from the United States. There 
are several things Europe could make 


Tornado, good but no bargain 
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better and cheaper. 

The Europe-can-make-it category may 
even include some combat aeroplanes, 
which are widely but wrongly believed to 
be beyond the capacity of any one Euro- 
pean country, let alone one company. 
British Aerospace is as large as any 
American aerospace company except 
Boeing, and several European companies 
besides BAe are big enough to produce a 
first-line fighting aircraft on their own. 
Dassault, about one-third the size of 
McDonnell Douglas, does it regularly. 
The problem is not the size of the compa- 
nies, or their technical abilities, but the 
size of the market, which is kept artificial- 
ly small by the chauvinism of govern- 
ments that insist on buying all—or most— 
of their military hardware at home. 

It is argued that a country might be 
brought low in war if it depended too 
much upon foreign suppliers, because 
they might become politically unwilling 
(or physically unable) to go on supplying 
the needed weapons. Remember the 
plight of Israel in 1973. Westland 
whipped up an airborne-early-warning 
helicopter in a few weeks during the 
Falklands war; it is improbable that a 
foreign supplier would have done it. 


Trust saves money 

But collaborative ventures, too, mean 
that allies must rely on each other. That 
brings the same risk, particularly in a non- 
NATO fight. And the money saved by 
competitive buying in an open weapons 
market in both Europe and the United 
States could enable a country's armed 
forces to be better equipped and more 
fully stocked at the moment when war 
broke out. 

The clinching argument? Not 
quite. Politically astute generals 
and admirals know it would not 
work out that way. The money 
saved would probably not come 
to them; they might not get even 
as much as they do now. It is one 
thing to ask for money for a ship 
to be built in a national ship- 
yard. It is quite another to ask 
for one to be built abroad, never 
mind that it might be better and 
cheaper. That is why they tend 
to cling to the do-it-at-home 
approach. 

Collaborative projects are be- 
guiling as an end in themselves— 
cost-saving, virtuous-sounding, 
employment-preserving. Үе! 
such pooling of efforts should be 
only a half-way house between 
the national defence procure- 
ment of the past and the free- 
market competition which, with- 
incommonsense limits, should be 
the way of the future. 
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A funny way of winning friends 


MOUR SOUTH AFRICA CORRESPONDENT 


way for a government to 

exaggerate an impending 

problem and then claim the credit when 
“things turn out less badly than advertised. 
President Botha of South Africa did this 

: with his handling of the tenth anniversary 
of the Soweto uprising on June 16th. He 
-also put one of his favourite theories 
outh Africa's future to the test. By 

g a state of emergency, and de- 

peraps 4,000 of the s dc 5 


while he stamps on the radicals. 
Soweto anniversary makes South 

's black townships tingle every 

ear. This year's , coming after two years 


er than usual. Black organisations: 


d for nationwide rallies and a 24- 


trike. There is no evidence, . 


however, that they had planned anything 
as disruptive or ambitious as Mr Botha 
hinted at to justify the state of emergency 
he declared on June 12th. 

Lurid reports in the Afrikaans press, 
obviously fed toit by the government, 
described ‘devilish plans" to burn down 
the Union Buildings (the government's 
headquarters) and other administrative 
nerve-centres, to sack white suburbs, set 
fire to white schools and bomb shopping 
centres. None of that happened, even 
though the national strike did succeed in 
dragging South Africa to a near-stand- 
still, and a bomb in Durban on June 14th 
killed three white women and injured 69 
other people. The government is now 
claiming that its firm action in reimposing 
the state of emergency and keeping re- 
porters and cameras out of the townships 
prevented a rebellion. 

Taking up the theme, Mr Barend du 


Plessis, the finance minister, called the 
declaration of emergency "à well-calcu- 
lated action" which had.restored confi- 
dence and steadied the economy. Noting 
that the rand had recovered to 41 Ameri- 
can cents from 36 cents a week earlier, he. 
announced a set of reflationary measure: 
which-he unconvincingly said: would re- 
vive thé economy (see page 69). 

These explanations may satisfy some. 
rural right-wing Afrikaners, but М 
Botha's. advisers know that their pre 
emptive strike against the dangers оѓ. 
Soweto day has made it even harder for - 
South Africa to keep. on passable terms © 
with its trading and banking partners. 
abroad. In his *go-it-alone" speech the 
day he declared the emergency, Mr Botha 
seemed to accept that his action had made 
international sanctions much likelier. 
“South Africans will not allow themselves 
to be humiliated in order.to prevent _ 
sanctions," he said. “If we have to be 
dependent on our Creator and our own 
ability alone, then I say let it be." 

Those are brave words, and may even 
have been à sensible policy for a man 
driven into a corner. But Mr Botha's. 


situation was not desperate. The alleged — 


plot by the African National Congress to . 
create chaos on June 16th was, іп retro- 
spect, pretty hazy. The main industrial 
countries—America, Japan, West Ger 
many and Britain—continue to hesitate 
to impose punishing sanctions. Mr Botha 


was not all that hemmed in. So why ће __ 


drastic action? 


Part of the answer is Mr Botha’ ssensi- ^ 


tivity to the growing right wing of the 
Afrikaner community. He. had. shown: 
boldness in standing up to the гірћііѕіз 
while pushing through a.number of re- 


- forms in the past few years. But a sudden 
. Surge of support last month for the ex- 


tremist Afrikaner Weerstandsbewegi 
(Afrikaner 
seemed to alarm him. 


Above all, the far right pot. under his E 


skin by accusing him of weakness. His 
critics on the right say that the township — 
unrest crackles on because the govern- . 


Our correspondent's report was. filed | 
under the South African govérnment's 
emergency restrictions оп the press. | 
Among other things, these prohibit jour- 
nalists from entering black townships and 
from reporting the actions of South Afri- 
ca's security forces. 
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ment hesitates to be ugh enough with 
black troublemakers and that it hesitates 
because it does not want to upset Ameri- 
са and Britain. The charge of being 
dictated to by outsiders is one that Afri- 
kaaners find deeply irksome. This time it 
was being levelled at Mr Botha just as the 
Commonwealth's eminent persons were 
, arriving to question the South African 
‘government about its willingness to re- 
^.. lease Mr Nelson Mandela and negotiate 
with the ANC. 

Since May, Mr Botha has been consis- 
|. tent and unbending in his dealings with 
, outsiders. His get-lost riposte to their 
eminences, the South African raids on 
three neighbouring black states in mid- 
May and this week's domestic show of 
force are all part of the same pattern. In 
Afrikaans it is called kragdadigheid, 
forcefulness. It isthe ruling National 
party’ s traditional method of placating its 
restive right-wingers. 

. But it may have deeper implications. 


: FROM OUR SEOUL CORRESPONDENT 


North Korea proposed this week to its 
South Korean neighbour that the two 
countries’ military leaders should get 
together for a tension-reducing summit. 

: This suggestion is not likely to get a very 
warm welcome. There has recently been 
more evidence than usual to support 
South Korea's habitual claim that the 
north is getting ready for war. 

In the past two years, North Korea has 
carried out a big redeployment of its 
army, raising its concentration of mili- 
tary power on the border with South 
Korea from 45% of its total strength to 
65%. The north's ability to go on to the 
offensive has been greatly improved. 
Many more of its soldiers close to the 
south are sitting in trucks and tanks; 
some of their towed artillery has been 
replaced with more modern, self-pro- 
pelled guns. More than 80,000 of North 

^" Korea’s forward troops have been gath- 
ered into the world's biggest commando 
"force, some of whose members could be 
brought into South Korea in slow, low- 
flying aircraft or in small submarines that 
would be hard to detect or to beat back. 

In all, there are around 750,000 North 
Korean soldiers, with a reserve force of 

. 5m, drawn from a total population of 
just over 20m. The South Koreans have 
520,000 soldiers (plus 22,000 marines), 

-also with 5m in reserve; the south's 
population i$ well over twice that of the 
north. The 41,000 American servicemen 
in the south guarantee more American 
"troops in the event of an attack. 

But North Korea has nearly three 
times as many tanks as the south. Nei- 
ther side has the most up-to-date sort of 
tank, but North Korea has several hun- 
dred Russian T-62s. These are more than 


Mr Botha was also moved to act by the “he 
fear that his reforms have got. bogged 
down. One reason for that is that he has 


been unable to find convincing black 
leaders who are willing to negotiate with 
him about his reform agenda. Many local 
councillors in the black townships have 
been killed or have resigned. Black radi- 
cals have been conducting a successful 
campaign against blacks whom they ac- 
сизе of propping up "the system". The 
minister of constitutional affairs, Mr 
Chris Heunis, has been trying for months 
to find blacks willing to discuss the shape 
of the final piece in the constitutional 
jigsaw: the place for blacks in the central 
government. Apart from the derided 
cluster of tribal “homeland” leaders, he 
could find none. 

Mr Botha has now created a "statutory 


national council" to serve as a forum for ` 


negotiating the role of blacks. He has 
summoned his party to à national confer- 
ence in August to approve a new apart- 


. The north moves up 
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+ Armoured fighting vehicles such as armoured: 
personnel carriers 


Source: SS 
a match for the south's best, a version of 
the American м-48. The main American 
ground force in South Korea is an infan- 
try division with little armour. 

.. The north's air force, however, is less 
impressive. Many of its combat aircraft 
are very old, though North Korea has at 
last acquired 23 Russian-built MiG-23s. It 
thus has some effective all-weather fight- 
ers, though they hardly measure up to 


policy. By striking hard at 
the radical black opposition, he hopes to 
encourage more pliable but still plausible 
black leaders to step forward. It is hard to 
believe that the new state of emergency 
will have that effect, but it is hard to be 
sure of anything in South África today. 


Sri Lanka 
A suspect dove 


FROM OUR INDIA CORRESPONDENT 





Ѕгі Гапка government published pro- 
posals on June 18th for a compromise 
settlement with the Tamils who want a 
separate. state. The following day aid- 
donor countries met іп Paris to. discuss 
next year’s handout to Sri Lanka. Sceptics 
about the sincerity of Sri Lanka’s peace 
offer believe it will be withdrawn once 
country gets the money. 

Sri Lanka was shaken by an Americah 


the F-16 fighters in the south flown by. 
both the South Korean and the Ameri- 

can air forces. The Russians have recent- 

ly supplied the North Koreans with new |. | 
anti-aircraft weapons, and with ground- ` 
to-ground missiles that could hit Seoul, 
South Korea’s capital. 

Why has North Korea been arming 
itself so heavily? South Korea’s booming 
economy—its GDP is already four times 
as big at the north’s—will allow the south 
to close its military gap with the north in .:: 
about five years. During the next few 
years North Korea may have its last . 
chance for a military solution of the 
conflict that has divided the country... 
since 1945. Some South Koreans believe 
that the north will be tempted to strike 
before the Seoul Olympics in 1988. 

American army. men acknowledge. 
that the next few years may be danger- ^ 
ous, though they are slightly less alarmed 
by the North Korean build-up. They do, . 
however, agree that it is increasingly |. 
hard for the south, even with American . 
backing, to offer a credible deterrent. It 
used to be thought that the south could ^ 
halt a North Korean attack if it had 
enough time to mobilise its reserves. But 
the movement of so. many. of North 


, Korea's mechanised troops close to the 


border has cut the warning time from 
days to hours. 

The danger is that North Korea could 
punch through the South Korean lines 
before the south had time to organise the 
necessary counter-attack. It could thus 
take control of a chunk of South Korean 
territory —including Seoul, only 40 miles 
from the border—before American rein- 
forcements could arrive. A surprise at- - 


tack would by no means produce a sure 


victory for the north. But the North 


Koreans have always been an unpredict- 
"able lot. Few in Seoul give them the 
benefi t of the doubt Ex 
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The guerrilias behind the politicians 


decision this month to cut its aid from 
$50m in 1986 to $37m in 1987. India, 
which badly wants peace in Sri Lanka, is 
believed to have asked the Americans to 
put the squeeze on the Sri Lankans. The 
Sri Lankan government fears that India 
may have got through to other donors as 
well. 

The more generous interpretation is 
that Sri Lanka’s new dovishness has been 
prompted by alarm over the scale of the 
past few weeks’ violence. Since the begin- 

ng of June some 350 people have been 
ailled in fighting around Trincomalee in 
the north-east. Another 100 people have 
been killed by Tamil bombs in and 
around the capital, Colombo, which is 
located in the south where the Sinhalese 
majority mostly lives. The violence may 
have been enough to make the govern- 
ment seek a political settlement. 

The proposal calls for elected assem- 
blies and councils of ministers for the 
northern and eastern provinces where 
most Tamils live. Each assembly would 
have some powers over law and order in 
its province—Tamils complain that the 
police now are mostly Sinhalese. Rights 
to land would be distributed to Tamils 
and Sinhalese; Tamils complain that Sin- 
halese are being brought in to some areas 
to reduce them to a minority. 

For the plan to get anywhere, the Sri 
Lankans will have to get India to accept 
it. The Indians control the access of Tamil 
guerrillas to bases and weapons in the 
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southern Indian state of Tamil Nadu. But 
the proposals are in line with what the 
Indians favour. 

They will be put to an all-party confer- 
ence which President Jayewardene has 
called for June 25th. But the Tamils’ 
political party, the relatively moderate 
Tamil United Liberation Front, has not 
yet decided whether it will attend. If it 
does, its representatives risk being mur- 
dered by the guerrillas. If it does not, the 
proposals will, for the moment, go 
nowhere. 


Arms control 
The gaps narrow 


Russia and America have been flinging 
arms-control proposals and counter-pro- 
posals at each other like confetti since late 
last year, with double handfuls lately 
from Russia. Mr Mikhail Gorbachev's 
speech of June 16th is perhaps the most 
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important contribution yet from the Rus- 
sian side. It is markedly conciliatory, 
despite, or because of, President Rea- 
gan’s threat to walk away from the SALT-2 
agreement. Here is how the new Gorba- 
chev offer fits in with the main arms- 
control talks, the triad of negotiations in 
Geneva which deal with long-range nu- 
clear weapons, medium-range ones and 
missile defences (for where the other 
negotiations stand, see the box). 

Last autumn both superpowers pro- 
posed 50% cuts in long-range missiles and 
bombers and the warheads they carry. 
The main hang-up was Russia’s insistence 
that the United States should count as 
“long-range” all weapons that could hit 
the Soviet Union. This would have meant 
including not only American medium- 
range missiles in Europe but even aircraft 
on aircraft carriers. The Americans right- 
ly accused the Russians of changing defi- 
nitions in mid-negotiation. Until then, 
both sides had agreed that “long-range” 
meant weapons which could be fired from 


A disarming child’s guide 


In addition to the Geneva talks between 
Russia and America, the following ef- 
forts are being made to cut and control 
the world’s weapons: 

Nuclear tests. Russia suspended un- 
derground nuclear tests for five: months 
from August 6th last year and asked the 
United States to do the same. The 
Americans, in the midst of testing sever- 
al new warheads, refused, and said the 
Russian move was propaganda. The 
Russians have gone on extending their 
moratorium despite an American nucle- 
ar test on March 22nd. The Americans 
have suggested better ways of enforcing 
the existing limit on the size of under- 
ground nuclear explosions, but argue 
that a total ban would be wrong: the 
permitted tests do no harm, they say, 
and the real aim should be to cut the 
world's nuclear armouries. 

Armies in central Europe. The Rus- 
sians this month complicated the long- 
running and long-barren Vienna talks on 
cutting conventional forces in central 
Europe by proposing to extend the 
boundaries of the reduction area to cov- 
er the whole of Europe from the Atlantic 
to the Urals, and by including some 
shon-range nuclear weapons in the 
equation. This is rather baffling. 

Both sides agreed long ago that NATO 
and the Warsaw pact should each have 
no more than 900,000 ground and air 
force troops in the reduction area (the 
two Germanies, Benelux, Poland and 
Czechoslovakia). The main problems in 
recent years have been disagreement 
about how many men the Warsaw pact 
actually has there at the moment, and 
how to check that withdrawals are car- 
ried out as promised and no men brought 


back in. In December NATO offered to 
forget about the numbers problem for 
the time being if the Warsaw pact would 
be more forthcoming about inspections. 
But the communist side will still allow 
nothing more than a few check-points to 
count the men going out. If Russia's 
latest proposal means extending the area 
under debate to the whole of Europe, is 
this not going to bog negotiations down 
utterly? 

Chemical weapons. Everybody agrees 
that these horrors should be banned. 
The problem is, as usual, “verification”: 
how to check not only that existing 
stocks of the things are destroyed, but 
that no more are produced. The Rus- 
sians say they will let inspectors watch 
their stocks being destroyed and their 
known chemical-warfare factories being 
converted or broken up. But they will 
not agree to allow on-demand inspec- 
tions of other factories, such as insecti- 
cide plants, which can easily be convert- 
ed to make chemical weapons (even Iraq 
has done it). 

**Confidence- measures", 
Since 1975, all countries concerned have 
been obliged to notify the others of 
military exercises involving 25,000 men 
or more, and are urged to invite outside 
observers to inspect them. It has now 
been proposed that this should apply to 
smaller exercises; that inviting observers 
should be obligatory; and that the two 
sides should exchange more, checkable, 
information about their armed forces 
and provide each other with annual cal- 
endars of military events. The Russians 
have been dragging their feet, and only 
ten weeks are left before this meeting 
adjourns. 
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Ek: the territory of one superpower (or its these mobile weapons could swiftly be 


submarines) against that of the other. 

On June 16th Mr Gorbachev indicated 
that he is willing to go back to the old 
definition. However, the detailed Rus- 
sian proposals submitted at Geneva on 
June 1ith are said to provide for much 
shallower cuts than the 50% ones being 
talked about last autumn. The Russians 
now seem to be proposing the superpow- 
ers should each keep 1,600 missiles and 
bombers, and 8,000 warheads. The war- 
head number is well above the original 
American proposal of 5,000. But the 
Russians’ offer would require them to 
decommission a lot more missiles than the 
Americans. The numbers gap ought to be 
bridgeable if no unhappy surprises are 
discovered in the small print. 

At the same time, Mr Gorbachev of- 
fered for the first time to solve one of the 
main problems with medium-range mis- 
siles: how to limit those the Soviet Union 
points at China and Japan. Back in Janu- 
ary, the Russians offered to take all their 
medium-range missiles out of Europe if 
the Americans would do the same and if 
Britain and France would agree not to 
increase their present nuclear arsenals. 
The Americans objected that this would 
do nothing for China and Japan (and that 


India 


moved back from Asia to Europe). The 
new Russian proposal would freeze, 
though not reduce, the number of such 
missiles in Asia. Although it does not deal 
with the problem of putting lids on the 
British and French nuclear forces—both 
have expansion plans—it is another small 
move towards the West's position. 

The main thing the Russians want in 
return for these concessions is a 15-year 
brake on the Strategic Defence Initiative 
(501), the American star-wars scheme to 
build an anti-missile system that would 
operate partly in space. The Russians 
originally demanded that the United 
States abandon 501 entirely. They are 
now asking only that the 1972 anti-ballis- 
tic-missile (ABM) treaty be made binding 
for 15 years, instead of breakable on six 
months' notice. 

The treaty does not ban basic research 
but on most people's reading it does 
prohibit the development, testing or de- 
ployment of most of the new kinds of 
devices that SDI is contemplating. The 
proposed 15-year term, and what exactly 
is prohibited while the treaty is in force, 
will obviously be a subject of vigorous 
negotiation. But here again the negotiat- 
ing gap is narrower than it used to be. 


Communists? What Communists? 


FROM OUR INDIA CORRESPONDENT 


As a little joke on the United States, the 
Communist government of West Bengal 
renamed Calcutta's Harrington Street, 
which is home to the American consulate, 
Ho Chi Minh Sarani. Jokes apart, there is 
nothing very communist about West Ben- 
gal these days. Mr Jyoti Basu, the state's 
chief minister and the local head of the 
Communist party of India (Marxist), is 
variously described by his admirers as a 
social democrat and a Thatcherite. In the 
past two years, he has been driven far to 
the right in his attempts to deal with West 
Bengal's economic miseries. And he is 
successfuly wooing back the private busi- 
nesses that fled 15 years ago. 

West Bengal is the Ruhr of India. It has 
coal and iron, and the British built it up as 
India's trading and manufacturing centre. 
All of India's big business houses began 
life there and, when the British left, they 
took over the factories and the jute mills. 

India’s government deprived West 
Bengal of its geographical advantage in 
the 1950s by equalising the prices of iron, 
coal and steel across the country. Manu- 
facturers in Maharashtra and Gujarat 
thereafter could get those materials for 
the same price that Bengali factories 
could. But the prices of other raw materi- 


CALCUTTA 


als were not evened out, and Bengal had 
to pay higher prices for what it bought 
from the west of India. 

Communism also took its toll. Bengal 
was the centre of Indian radicalism, and 
its industrial history had given it strong, 
well-organised trade unions. In the late 
1960s and early 1970s, the Naxalite com- 
munist movement threw businesses into 
disarray. They were driven out of West 
Bengal by constant strikes, political mur- 
ders and sieges during which managers 
were prevented from leaving their offices 
for days on end. The radicals had the 
backing of the Communist party. It was in 
power twice during that period, with Mr 
Jyoti Basu as the state's deputy chief 
minister and the party's driving force. 

The central government and the pri- 
vate sector both stopped investing in 
West Bengal. In 1960, West Bengal ac- 
counted for 20.5% of industrial value- 
added in India. By 1980, that share had 
dropped to 11.5%. The state's registered 
unemployed now make up 17% of its 
working-age population. 

When the Communists regained power 
in West Bengal in 1977, Mr Basu made 
vain attempts to get the central govern- 
ment to put money into the state. Two 
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He looks even grimmer now 





Colonel Qaddafi is not the sort of fellow 
you write off as terminally ill because he 
fails to turn up at a party. Punctuality 
was never his middle name, and though 
he touches no alcohol ("the pus of west- 
ern atheists”) he has always seemed 
prone to hangovers and sudden flights of 
nomadic fancy into the Libyan desert. 
But he does enjoy a good party: especial- 
ly shindigs in praise of the Great Guide, 
namely himself. 

So it was more than a shade bizarre 
when he failed to turn up on June 11th 
for a much-advertised personal appear- 
ance in Tripoli. The mystery was deep- 
ened by what appeared in his place: a 
rambling videotaped speech in which he 
looked haggard, moody, gloomy апе 
generally un-cock-a-hoop. 

Those who favoured the American 
bombing raid are encouraged. “Fewer 
discos have been blown up of late,” said 
опе optimistic western diplomat. The 
other Arabs have lifted not a finger to 
help Colonel Qaddafi; even his Syrian 

iends are sounding less than friendly. 
The Russians, rather than give him more 
guns, have been solemnly lecturing him 
about the evils of terrorism. Quite a few 
Europeans—even the Italians, who have 
been the biggest buyers of Libyan oil— 
are continuing to reduce their economic 
and diplomatic links with him. 

Libya's oil-dependent economy is suf- 
fering badly. There are mutterings about 
the colonel being quietly sidetracked by 
the other four survivors from his 1969 
military coup. It is possible. But Libya is 
a land of rumour. А groggy-looking-and- 
sounding Colonel Qaddafi is not neces- 
sarily a Oaddafi about to be deposed. 
Patience, ye would-be dancers on his 
grave. 
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years ago, he turned to the private sector. 
“When you have a reactionary capitalist 
government at the centre,” he argues, 
“you have to work within the system.” 
His left-front government (an alliance of 
his Marxist Communists with the plain 
old Communist party of India and two 
smaller parties) has started a duty-free 
export zone and an electronics zone. It 
has proposed joint ventures to business- 
men, who have responded encouragingly. 
The state government has been spend- 
ing оп power stations since 1981, and this 
year the electricity supply has improved 
dramatically. Mr Basu has put the 
squeeze on the unions. His Communist 
party controls the biggest local union, the 
Centre of Indian Trade Unions, and is 
therefore in a position to make the unions 
behave. Industrialists say that one of the 
attractions of West Bengal is the strength 
the CITU, whose members, unlike 
ionists in other states, stick to the 
agreements they make. 
West Bengal has become a better in- 
vestment prospect as other industrialised 
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Indian states look worse. Labour rela- 
tions in Maharashtra have deteriorated. 
Punjab is too violent, and the trouble 
could spill over into Haryana. Gujarat 
has suffered a year of battles between 
castes. 

In 1985, just over 1 billion rupees 
($84m) worth of investment was commit- 
ted in West Bengal—more than twice the 
figure for 1984—and there are bigger 
plans. The Indian subsidiaries of Unilever 
and Pfizer have decided to expand, and 
Philips is starting up in the Salt Lake 
electronics zone. And two of the biggest 
Indian business houses are going into 
partnership with'the state government. 

The businessmen's only serious worry 
is what happens when Mr Basu retires. 
He is 71. The next generation of leaders 
are all in their forties. They do not seem 
to be of much better quality than the 
leaders of the faction-ridden Congress 
party which forms the main opposition in 
the state. But the businessmen are at least 
sure that West Bengal is, for the moment, 
communist in name only. 


Battle of the ultras 


FROM OUR ISRAEL CORRESPONDENT 


When an ultra-religious Jew decorates 
his house, he leaves a patch of wall 
unpainted. This is to demonstrate the 
imperfect state of the occupant's being 
until the coming of the Messiah. To the 
religious zealot, therefore, the Zionist 
state of Israel is premature and profane. 
In 1948, Rabbi Leibele ‘Veissfisch, lead- 
er of the zealots of Jerusalem, stuck to 
his anti-secular principles and refused to 
follow the mainstream religious Zionists 
who helped found the state of Israel. 
When the Jordanian army took the old 
city, he welcomed it with a white flag. 

The zealots, a tiny fringe, have always 
spurned the compromise that came to be 
known as the "religious status quo". In 
exchange for the agreement of religious 
Jews to a secular state of Israel, the 
leaders of the new country agreed to 
mew basic Jewish religious precepts. 

ese included observance of the Sab- 
bath by closing shops and government 
offices; enforcing restrictions on pig- 
farming and pork; keeping army kitch- 
ens kosher; and ensuring that a good 
deal of religion is taught in school. 

The compromise began to fray earlier 
in this decade. Most Israelis have been 
shocked to discover in the past two 
weeks just how badly it has broken 
down. A Tel Aviv synagogue has been 
desecrated, its books and sacred objects 
torn and trampled. The culprits have not 

et been discovered, but graffiti castigat- 
ing religious zealotry had been scrawled 
on the walls. Ancient memories of po- 
oms and sacked synagogues were re- 
indled. More to the point, Israelis were 


reminded of the divisions in their soci- 
ety: especially of the twin rise of reli- 
gious bigotry and of anti-religious feeling 
which threatens the peace between reli- 
gious and secular Israelis. 

About a third of Jerusalem's 90,000 
Jews are ultra-orthodox haredim living in 
ghetto-like neighbourhoods. Many, 


though by no means all, wink at zealot 
violence, such as stone-throwing at Sab- 





Custodians of modesty 


bath traffic. The fount of militancy is 
Mea Shearim. In an area jumbled 
around a narrow central street, bounded 
at each end by threatening notices telling 
entrants to dress “modestly” or else, is a 
maze of alleys-cum-stairways leading to 
bustling schools, yeshivot (colleges for 
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Panama 


Fast Tony 


Is Panama's strongman a crook? On June 
12th the New York Times accused Gener- 
al Manuel (“Топу”) Noriega, who runs 
Panama's National Defence Forces, of a 
catalogue of unsavoury acts, including 
links to drug-smugglers, laundering ille- 
gal money, training Colombian guerrillas, 
providing intelligence to Russia as well as 
America and being partly responsible for 
the murder of a critic. This week a former 
president, Mr Arnulfo Arias, said Gener- 
al Noriega and his cronies were a dis- 
grace. The country's opposition leader 
called on the general to resign. 

The Times story was based mainly on 
statements by unnamed American offi- 
cials, and General Noriega quickly de- 
nied the allegations. But a spokesman for 
America's State Department called them 
"disturbing" and suggested that the Pana- 
manian government should look into 


would-be rabbis) and jealously private 
courtyards ruled by old men with beards 
and blazing eyes, who send their young 
warriors of the Torah (the Law), with 
their long curls and black garb, into 
battle. 

They particularly resent the cracks 
they have been spotting in the status 
quo: cinemas and shops that stay open 
on the Sabbath; buses that keep running; 
entertainment and advertising that are 
becoming more risqué. The fanatics do 
not always prevail. But by recently burn- 
ing or defacing at least 100 offending 
bus-shelters, they have won their latest 
campaign: to get rid of posters featuring 
scantily-clad bathing beauties in sugges- 
tive poses. They have also provoked the 
reaction whose ugliest manifestation was 
the synagogue attack. 

Two big questions can be heard over 
the hubbub. First, are the police force 


. апа its overseers in government really 


impartial, or has the presence of several 
religious parties in the government's 
wobbly coalition made it easier for zeal- 
ots who break the law to escape punish- 
ment? Few of those charged have been 
sentenced. 

Second, has the religious status quo 
finally come unstuck? It is debatable 
whether Israelis have become less reli- 
gious. But the non-religious ones feel 
less inhibited about ignoring the sensitiv- 
ities of the religious, many of whom, in 
turn, have become more defensive and 
less tolerant. Fanaticism of the few has 
grown. Like most places, Israel is proba- 
bly becoming more permissive and less 
religious. The zealots, with their rear- 
guard action, are making it harder for 
politicians on the middle ground to find a 
new formula to recognise this. 












them. American officials, opening some 
daylight between themselves and the gen- 
al, said they would continue to work 
th "the duly elected officials of Pana- 
ma.” Panama has a figurehead president 
in Mr Eric Delvalle, who was installed 
when General Noriega ousted his prede- 
cessor, Mr Nicolas Barletta, for being too 
diligent about trying to control high-level 
corruption. 
Reports that the soldiers, and General 
Noriega in particular, engage in drug- 
trafficking and money-laundering have 
-circulated in Panama for years but have 
never been proved. Criticism of the gen- 
eral mounted when the decapitated body 
of one of his most prominent opponents, 
Hugo Spadafora, a former health minis- 
..ter, was found just. across the border in 
Costa Rica. He had last been seen alive in 
`: a Panamanian police station. 
The general has responded to his critics 
by pointing to a letter sent last month by 
Mr John Lawn, chief of the United States 
. Drug Enforcement Administration, de- 
caring “my deep appreciation for the 
"vigorous anti-drug-trafficking policy that 
iu have adopted.” Another DEA official, 
owever, told Congress that large quanti- 
es of cocaine and marijuana pass 
1rough Panama on their way to the 
United States. He also claimed that more 
than $500m a year may be laundered and 
sent to Miami from Panama. 
_ The Defence Forces have several sub- 
sidiaries, including a joint venture with a 
. Swedish company that sells. dynamite, 
three daily newspapers and an associated 
_ jobbing printer. Many officers run their 
“own businesses. General Noriega is said 
to have an interest in a holiday resort in 
Chiriqui province; his family has been 
linked to a company that provides ser- 
vices to Cuba's Pacific fishing fleet. 
The general is flamboyant. He likes to 
wear a purple safari-suit on formal occa- 
sions. He once appeared at a meeting 
with foreign guests with а boa constrictor 
around his neck. His model seems to be 
‘Omar Torrijos, the military leader who 
:dominated Panama for 13 years until his 
„death in an air crash in 1981. 
Panama's soldiers admittedly rule with 
..a light hand. The economy is largely 
г beyond their control, Panama's banknote 
the United States dollar; its coins are 
entical in size and shape (though not 
design) to quarters, dimes and nickels, 
and they are minted in Philadelphia. 
"Panama's biggest money-earner and em- 
ployer, the Canal, will stay under Ameri- 
can management until the end of the 
century. The United States sets its rates. 
General Noriega supported Mr Barlet- 
;ta, a former vice-president of the. World 
Bank, in the 1984 presidential election, in 
the hope that he would run Panama's 
t competently. But Mr. 












































































Barletta had to borrow money to service 
the external public-sector debt of $3.7 
billion. His old friends at the World Bank 
were ready to help, but they insisted on 
lower import tariffs, lower food subsidies 
and less stringent labour laws. Mr Barlet- 
ta tried to oblige. ^ 

But his banker’s manner looked like 
arrogance to the easy-going Panamani- 
ans. They turned hot-tempered and held 


Japan 







protest demonstr: iz 

When Mr Barlett began to.probe 
corruption, General Noriega sacked him. 
Mr Barletta's successor, Mr. Delvalle, 
who-is. a professional. politician, has 
pushed through much the ате pro- 
gramme without any ruckus. Now that 
General Noriega himself is in the firing 
line, Mr Delvalle's authority may be 
strengthened. 





The endaka syndrome 


Twice, in less than a century, Japanese soci 


РА itself after 


collisions with the outside world. Both times—after the Meiji restoration 


in 1868 and after the second world war—it did so under the compul 


Ision 


of western military power. Many Japanese believe their country is about 
to do so again: this time because of the risen yen. Our special 
correspondent describes how it might happen 


When Japan's prime minister, Mr Yasu- 
hiro Nakasone, this spring introduced the 
report of his commission on the restruc- 
turing of Japan's economy, he said that 
Japan was embarking on its greatest 
change since the Meiji restoration. For- 
eigners' raised eyebrows were an under- 
standable reaction, and not just because 
Japan is skilled at saying things to ap- 
pease outsiders while continuing to do 
pretty much what it wants. 

Japan has been talking about the kind 
of root-and-branch alterations that coun- 
tries rarely make. The Mayekawa com- 
mission on the economy's structure called 
for Japan to stop being an export-driven 
economy. Another commission on "ad- 
ministrative" reform, which reported ear- 
lier this month, has laid the groundwork 
for a big reform of the tax laws. The 
reason these things should be taken seri- 
ously is that the engine of change now 
exists. The Japanese have coined à word 
for it: endaka, the high yen. 

Endaka has been the central fact of 
Japanese life since last September, when 
the meeting in New York of the finance 
ministers of the five biggest capitalist 
economies kicked off the yen's. climb. 
Then a dollar bought Y240; today it buys 
only Y160-170. Some Japanese. think 
their currency might fall back to Y190 or 
even Y200 to the dollar. But most busi- 
nessmen are. basing their medium-term 
(rest of this decade) plans on a rate of 
Y170 or so. 

The economic consequences are al- 
ready being felt. For the past three 


months the yen value of Japan's exports - 


has been falling by 12-16% a month. 


Corporate profits were already showing . 


the effects in the financial year that ended 
in March, and one survey suggests that 
Japan's corporate profits for the next 


financial year will fall by some 6%. This _ — 


sort of thing is familiar by now; the 
consequences for Japanese society are 
not. Yet the inwardness and protective- 
ness of the society may be more threat- 
ened by endaka than the economy is. 


Restructural support « | 
Japan's export-obsessive . economy ` is 
much more recent than most people think 
(see chart). In 14 of the 20 years begin- 
ning in 1955 Japan imported more by 
value than it exported. It was after the 
last big yen appreciation, in 1977-78, that 
the. hell-for-leather exporting began. 
Practically all of Japan's economic growth 
since 1983 has come from its exports. By 
last year its net exports equalled 3.5% of 
its GNP, a percentage for a major country 
that had previously been attained only by 
America іп the worldwide chaos of 1946. 
Everybody knew that this could not 
last, and the repentance has begun. М 
Haruo Mayekawa, who ran the commis- 
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sion bearing his name, says that his group 
arrived at three main conclusions. The 
relationship between exports and imports 
had to change; for this to happen domes- 
tic demand had to go up; and the yen had 
to rise. 

The exchange rate seems to have been 
taken care of. But the balance between 
exports and imports will, if anything, 
probably get worse this year: partly be- 
cause of the J-curve and partly because 
the prices of Japan's commodity imports 
are falling even faster than the yen value 
of its exports (oil imports in May account- 
ed for only 11% of Japan's total imports, 
down from the 4096 that had been the 
norm in the past few years). The OECD is 
now projecting an $85-billion trade sur- 
plus for Japan this year, up from $56 
billion in 1985. That will keep up the 
foreign political heat on Japan this year, 
but (if the yen does not fall) the surplus 
should then go down. 

The Japanese are concentrating their 
attention on the second of Mr 
Mayekawa's questions: domestic de- 
mand. They are convinced that if eco- 
nomic growth is to continue, a combina- 
tion of increased public spending, private 
capital spending and private consumption 
will have to replace falling export 
demand. 

This will be easier to do than the 
agonising over it suggests. It seems, for 
example, almost a sure thing that a sup- 
plementary public-works budget will be 
approved later this year that will add Y3 
trillion ($18 billion), or 1% of GNP, to 
public spending: if only because, as one 
high-level bureaucrat puts it, spending 
has been so front-loaded that the govern- 
ment has spent 78% of its budget in the 
first half of this year (instead of the usual 
60%). Private spending will not materia- 
lise as quickly, but will rise if many of the 
tax and regulatory changes being dis- 
cussed—especially concerning housing— 
actually get through. 


The pressure to change 
Most Japanese recognise the economic 
virtues of the yen's rise. It will make the 
economy more efficient and speed Ja- 
pan's move to the kinds of advanced 
industries it ought to be concentrating on. 
But the export-based economy has done 
much to preserve a set of social relations 
that most people, inside and outside Ja- 
pan, have learned to think of as distinc- 
tively Japanese. If the yen keeps its high 
value for the rest of the decade, and the 
economy's structure therefore alters in 
the ways it should, these social relations 
may change substantially. There are five 
reasons for thinking that they will. 

First, because of Japan's distribution 
system. It is grotesquely overmanned and 
inefficient. But it has also served as an 
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important social welfare system: the old, 
the lame, the halt and the blind could 
always find a job somewhere in the chain 
between the makers and the retailers of 
goods. The protection that Japan has 
given to mom-and-pop retail operations is 
being undermined both by technology 
(cellular mobile telephones are making it 
possible for trucking companies to move 
in on traditional distributors) and by the 
high yen. As Japanese consumer demand 
grows, so will pressure on the distribution 
system to become more efficient. That 
could threaten both jobs and the system 
of personal relations on which much of 
Japan's service industry is based. 

Second, because endaka is endangering 
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Time to change again 
the tight link between parts suppliers and 
big companies. The big export-based 
manufacturing companies have cultivated 
close and long-lasting relationships with 
small local businesses that make compo- 
nents for them. The big companies have 
willingly paid premiums of 20% or more 
to these small parts suppliers because of 
the dependability of their special 
relationship. 

The yen may have risen too much for 
this to continue. Mr Takashi Ishihara, the 
chairman of the car company Nissan, says 
that the high yen is forcing his company to 
buy parts from cheaper (meaning foreign- 
based) sources—even at the cost of *man- 
agerial” inefficiencies (by which he 
means a looser relationship with the parts 
supplier). If this practice spreads, it could 
mean a death sentence for many small 
Japanese businesses and communities. 

Third, because another social-welfare 
scheme, the idea of lifetime employment 
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with a single company, is menaced by the 
high yen. The big companies have already 
started to shed labour the way western 
companies do when they are first pressed: 
by attrition. The cost-consciousness in- 
duced by a high yen may eventually lead 
them to go on from this, and actually lay 
people off. Many Japanese are already 
expecting unemployment to rise. The evil 
of unemployment would probably be felt 
even more keenly in Japan than in the 
West—because, apart from the material 
deprivation it brings, it would cut many 
Japanese off from the feeling of “‘belong- 
ing” that matters so much to them. 

Fourth, because the movement of Jap- 
anese people overseas and back home will 
grow as Japan builds more of its factories 
in other countries. The Japanese who 
have lived abroad tend not to like the 
social straitjacket awaiting them on their 
return to Tokyo. Their numbers are 
small—confined for the moment mos 
to the financial and high-tech electronics 
trades—but they are sure to grow; and 
they will influence Japanese thinking. 
One Japanese house-building firm al- 
ready boasts in its advertisements of a 
home “good enough to show to your 
friends who have lived abroad". 

Lastly, because consumption is being 
encouraged. An average Japanese house- 
hold still saves 16-17% of its income 
(compared with perhaps 5% in America), 
but young Japanese are already said to be 
among the world's biggest users of (and 
defaulters on) consumer debt. The trend 
towards spending and away from saving 
will be accelerated if the yen stays up. 

These things taken together would, if 
they continued, do more than anything 
since the war to refashion Japan in the 
West's image. Japan's every instinct will 
be to resist this. When the yen last 
appreciated by a large amount, in 1 
78, Japan responded by raising savings; 
cutting costs, increasing quality and push- 
ing exports. In short, by being Japanese. 

That may be what Japan strains to do 
this time as well. But the Japanese prefer- 
ence for dealing with pain through what 
one top bureaucrat calls *enduring to- 
gether" may now be impossible to satisfy. 
The yen has risen far higher than ever 
before, most of the cost-cutting measures 
of 1977-78 cannot be repeated, and 
America will no longer tolerate a Japa- 
nese export push. The changes coming 
upon Japan may not be desirable: a 
society based on “enduring together” is in 
many ways more attractive than the west- 
ern ones Japan may soon start to resem- 
ble. But if endaka lasts until the decade is 
out, Mr Nakasone's comparison of these 
days to those of the mid-1800s, when 
western guns blasted Japan out of a 
centuries-old torpor, may not seem far- 
fetched after all. 
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Towards judicial restraint: Scalia, Reagan, Rehnquist and Burger 





Introducing the Rehnquist 


court 


Do not, on the basis of this week’s events, 
expect immediate change in the character 
of the Supreme Court. The division be- 
tween the ideological conservatives and 
liberals, between the justices who inter- 
e: the constitution narrowly and those 
re ready to fill in the Founding Fa- 
thers’ gaps, will remain as it is, with the 
swing-voters deciding each issue, case by 
case and often by a five-to-four vote. The 
difference will be felt, fairly soon, in the 
new intellectual energy and cohesion of 
the right-wing side and, later on, since the 
justices are appointed for life, by the 
relative youth of the right against the 
great age of the more liberal justices. 
Chief Justice Warren Burger, who an- 
nounced on Tuesday that he was retiring 
from the court in order to run the celebra- 
tions of the bicentenary of the constitu- 
tion in 1987, has often, though not al- 
ways, voted with Justice William 
Rehnquist, the most conservative of the 
nine judges, and the man whom President 
Reagan has nominated as the new chief 
justice. Judge Antonin Scalia, who has 
been named for the vacant seat, is a strict 
constitutionalist who is said to share the 
same general approach as Mr Rehn- 
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quist—and Mr Reagan and his attorney- 
general, Mr Edwin Meese. Both Mr 
Rehnquist and Mr Scalia are exceptional- 
ly bright lawyers and gifted scholars; they 
also both happen to be friendly, witty 
men, unusually well-liked by their 
colleagues. 

The Senate is expected to confirm their 
appointments late next month, after the 
July 4th recess. Both confirmations are 
likely to go through smoothly, though Mr 
Scalia, in particular, will be tested on his 
basic philosophical thrust. Most senators 
are cautious, acknowledging Mr Reagan's 
right to appoint judges of his own persua- 
sion; but Mr Alan Cranston, the Demo- 
cratic senator from California, has said 
that a deep ideological commitment in a 
Supreme Court justice could represent a 
serious conflict of interest. 

Senator Edward Kennedy, who op- 
posed Mr Rehnquist's nomination to the 
court in 1971, has described him as “а 
man with a quick, sharp intellect, who 
quotes Byron, Burke and Tennyson, who 
never splits an infinitive, who uses the 
subjunctive at least once in every 
speech." And, indeed, Mr Rehnquist's 
opinions make good reading; critics sug- 


gest that his accomplished style some- 
times obscures disingenuous arguments. 

Aged 61, Mr Rehnquist has never been 
afraid to be alone in dissent. “Non- 
elected members of the federal judicia- 
ry", he said in a 1976 lecture, should not 
“address themselves to a social problem 
simply because the other branches of 
government have failed or refused to do 
so." This, consistently, has been his posi- 
tion. He dissented from the court's 1973 
ruling on abortion, arguing that the con- 
stitution nowhere explicitly mentions the 
"right to privacy". He has objected to the 
court's rulings on the separation of church 
and state and to the broad authority that 
forced an end to racial segregation. He 
fought a lonely, and in the end unsuccess- 
ful, battle to prevent the court from ruling 
against sex discrimination. 

It would be wrong to assume from this 
catalogue of dissent that his impact on the 
Burger court was limited. Mr Rehnquist’s 
tactical approach has been to stake out a 
strong position, and then to invite the 
other justices to strike a compromise by 
moving towards his view. In this he has 
been notably successful. He has, for in- 
stance, drawn his fellow justices a long 
way towards reinvigorating the indepen- 
dent authority of state governments, as 
opposed to federal authority. And al- 
though he has not succeeded in persuad- 
ing the court to adopt his restrictive views 
on the challenges an individual can mount 
against the government, he has been 
successful in imposing new procedural 
barriers that block many such claims. 

Mr Scalia, aged 50, will be the youngest 
member of the court, and the first Italian- 
American to be appointed. As a specialist 
in administrative law, he developed the 
thesis that the federal judiciary should, as 
a basic rule, leave regulatory decisions to 
the president and the executive branch. 
Appointed to the District of Columbia 
appeals court in 1982, he continued to 
concentrate on regulatory issues. He has 
taken a narrow view of the courts' role in 
mediating disputes; his approach on the 
first amendment to the constitution 
(granting freedom of religion, speech and 
assembly) and the laws of libel has caused 
Mr William Safire, a conservative colum- 
nist, to describe him as “the worst enemy 
of free speech in America today". 

It was in character that Mr Scalia 
should write the recent opinion striking 
down a key provision in the Gramm- 
Rudman budget-balancing act, concern- 
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executive and Congress. A Roman Cath- 
olic father of nine children, his approach 
to the law on social issues is a matter of 
speculation: a former colleague from the 
: University of Chicago assumes that his 
views on abortion, criminal procedure, 
church and state and job preferment for 


those of the administration. 

Yet neither Mr. Scalia nor Mr Rehn- 
- quist, both of them superior people, will 
. be automatons, voting necessarily the 
Way that conservatives would like them 
to. Chief Justice Burger did not, after all, 
do what was once expected of him by 
‚ halting the judicial activism of the court 
under his predecessor, Earl Warren. In 
retrospect, Mr Burger's 17-year tenure 
will probably be seen as a sort of appen- 
даре to the: Warren era, a transition 
period leading to the judicial restraint 
that is expected, eventually, of the Rehn- 
quist court. The Burger court, particular- 
ly in its later years, was workaday and 
pragmatic, deciding cases by narrow ma- 
jorities and writing little fundamental 
law. 
. Mr Burger's own ideological record has 
been mixed. On criminal matters, his 
rulings have been all that the conserva- 
_ tives wanted of him, and more: he has 
_ been vehement on the death penalty; and 
Ве has written decisions that chip back the 
protection offered to criminal suspects by 
the Warren court. At the same time, he 
has given his weight to anti-segregation 
rulings; he sided with the majority in the 
1973 decision legalising abortion (al- 
though last week he called for that deci- 
Sion to be re-examined); and, in 1974, he 
ordered President Nixon to yield up the 
^ Watergate tapes. 
Mr Burger was basically an administra- 
tor—worrying about the federal judiciary 
and the. Supreme Court’s workload— 
rather than a great jurist. Like President 
Reagan, he is a man who thinks in 
"anecdotes: his characteristic concurrences 

(short statements appended to another 
:.justice's opinion) are larded with his 
‘commonsense solutions to complex prob- 
Пет. Among his 14 predecessors as chief 
justice, he probably most resembles Wil- 
liam Howard Taft who, like Mr Burger, 
contributed little to the development of 
the law but concentrated his energies on 
administration. 
Mr Burger’s relations with his col- 
leagues were not always happy: he could 
be a bit pompous at times. In this respect, 
. atleast, the court will be the richer for Mr 

; Rehnquist's and Mr Scalia's geniality and 
persuasiveness. Yet the ideological divi- 
sions will remain, plus that fundamental 
difference of opinion, between conserva- 
"tives and liberals, on how the constitution 
they all revere should be interpreted. 
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Foreign policy — 
The Hart thesis 


WASHINGTON, DC 


A coherent look at American foreign 
policy is not to be sneezed at—especially 
when delivered by one of the leading 
contenders to succeed President Reagan, 
the Democratic senator from Colorado, 
Mr Gary Hart. Mr Hart's tour of the 
foreign-policy horizon, delivered last 
week in three lectures at Georgetown 
University, is in thoughtful contrast to the 
confusion that infects both the Democrat- 
ic párty and the administration. 

On South Africa, for instance, the 
administration is sounding stern but has 
no policy, as.yet, for stiffening its re- 
proaches; indeed, even as the House of 
Representatives’ was. passing its own 
tough set of sanctions this week, the 
administration was, with Britain, vetoing 
the United Nations’ version. Та the 
brooding shadow of other Latin Ameri- 
can crises, Mexico's in particular, re- 
serves of. Republican energy are once 
again being poured into yet another at- 
tempt to persuade the House of Repre- 
sentatives to vote for military assistance 
to the Nicaraguan rebels. The administra- 
tion scraped by on June Sth, by just one 
Senate vote, with its plan to sell.a bundle 
of arms to Saudi Arabia; its mind remains 
blank on the larger, harder, Middle East 
issue of furthering an Arab-Israeli peace. 

More confusing still is the strange 
death, rebirth and consignment to limbo 
of SALT-2, the unratified 1979 arms-limita- 
tion treaty. After two weeks of fuss and 
flurry, set off by Mr Reagan’s announce- 
ment on May 27th that, because of Soviet 





violations of the treaty, he no longer felt 
bound by its limits, the state of the treaty 
has ended up not so very different from 
where it began. Officially the treaty is 
now dead, replaced, the administration 
hopes, by a policy of “mutual restraint”. 
What this means in effect is that the 
uncertainty over American compliance 
continues for a while: the United States. 
may or may not overstep the limits at ће 
end of the year when its 131st B-52 bomber 
is converted to carry air-launched cruise 
missiles. America's decision will depend 
partly on military convenience. The navy 
may decide, as it did in April, that it 
makes military sense to dismantle the 
nuclear weapons of another Poseidon 
submarine, thus keeping the total number 
of weapons below the limit. But the 
decision will also depend on whether the 
Soviet Union, in the intervening months 
displays "restraint". According to. 
White House, Russia can show this r 
straint in two ways: first, by ending its 
violations of the treaty; second, by being. 
helpful at the Geneva arms talks. | 
This rather abstract exercise delighted. 
the people to Mr Reagan’s right who had 
been pressing him to break with the treaty : 
іп good time before another summit with 
Mr Mikhail Gorbachev began to compli- 
cate things. It distressed most of Ameri- 
ca's allies and many American advocates 
of arms control. It also provided the 
Democrats with an unusual opportunity 
to speak with a single voice against a 
Reaganite foreign-policy decision. 
Individual Democrats challenge, with 
varying degrees of authority and sub- 
stance, aspects of the president's foreign 
and defence policies: the Nicaraguan and 
Angolan entanglements, the procrastina- 
tion over South Africa, the Strategic 
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But the key to capturing market 
share to destinations like Man- 
chester, St. Louis and Osaka is 
frequent, convenient service. Ф 








irplanes that offer flexibility and economy. 
The 747 on “thick? high-density routes. The 767 on 
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lowest cost per passenger of any intercontinental 
jetliner, and is preferred by more passengers than 
any other airplane. 





The 767 offers the lowest cost per trip of any 

intercontinental jetliner, allowing the highest 

possible frequencies; and it treats passengers to 
gore preferred seats than any other airliner. 
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E Evenif 
something insideit 
Stops; It goes. 


In the past, if you needed a computer that was fault-tolerant, you had to make 
a couple of sacrifices. 

Namely speed and economy. 

One fault-tolerant system tied up two processors to do one processors job. 
And the other depended on software that slowed everything down. 

Well, NCR has invented a new system that changes that. 

Its the NCR 9800. 

Set up a 9800 for fault-tolerance and, if a module fails, the other modules take 
over for it while continuing to do their own work. 

The 9800 keeps running during a processor failure, or a software failure. 

It even keeps running during routine maintenance and upgrading. 

What's more, critical files can be duplicated, so even if a disk fails, your files 
are available. 

The NCR 9800 is built with field-proven 32 bit VLSI technology that has fewer 
components than conventional technology. So the chance of a failure is very slim. 

Because if something's not there, it can't break. 

So if you need a computer that's hard to stop, you know where to go. 

For more information, contact your local NCR representative. 
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Defence Initiative. Yet the party, divided 
in its beliefs and, even more, in its view of 
what the electorate expects of it, is expe- 
riencing immense difficulty in agreeing on 
a foreign-policy agenda. Mr Stephen So- 
larz is the chairman of a task force 
charged with preparing a report for the 
Democratic National Committee. His 
draft report was rejected as too negative, 
too liberal and too critical of the presi- 
dent; a revised version was to have been 
presented to the committee this weekend 
but has been postponed for a month. 
Democrats feel obliged to spell out 
their anti-communism, and with reason; 
that is the general mood of the country. If 
a legislator argues against intervention in 
any particular country, he is in danger of 
being labelled a neo-isolationist. The 
name-calling becomes the message, to the 
exclusion of discussion of all the choices. 
Senator Joseph Biden, another possible 
)emocratic presidential candidate, put it 
7 thus last month: 


[Americans] have no doubt about Repub- 
lican willingness to exercise power, but they 
have grave doubts about the Republican 
neglect of diplomacy. They have no doubt 
about the Democratic preference for diplo- 
macy but they have the gravest doubts, 
according to the results of recent elections, 
about Democratic willingness to back diplo- 
macy with power. 

Senator Hart disposes of this debate by 
rising above it. American foreign policy, 
he says, should not turn on the question, 
however important, of where, when and 
how to send American arms and troops. 
He uses the slogan “enlightened engage- 
ment" to describe his principles. His 
thesis is that the United States should 
adapt its foreign policy to take full advan- 
tage of such phenomena as the diffusion 
of power, the spread of nationalism and 
e growth of world trade. He argues that 
8: strictly bipolar days (if they ever 
existed) are gone; as America discovered 
in Vietnam and Russia is discovering in 
Afghanistan, secondary powers can defy 
the superpowers; detecting the hand of a 
Soviet puppeteer guiding every hostile 
movement creates a self-fulfilling prophe- 
cy; some forces, religious fanaticism, for 
instance, are inimical to both 
superpowers. 
Mr Hart protects his flank by stressing 
a continuing, albeit flexible, contest with 
an "externally imperialistic and internally 
repressive" Soviet Union. He calls, 
among much else, for a strengthening of 
conventional NATO defences and consid- 
ers the possibility of increasing the num- 
ber of American divisions in Western 
Europe. The longer-term NATO goal 
would be to convert the alliance into a 
more equal, and responsible, partner- 
ship, with Europe taking on more of the 
burden for land defence and America 
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concentrating on air and sea defences. 

His basic point is that the United States 
should not see its relations with the rest of 
the world through the lens of Soviet 
containment. The management of rela- 
tions with the Soviet Union remains the 
prime issue but need not, argues Mr Hart, 
hold the United States back from forging 
ahead in other directions, promoting its 
ideas, nourishing open societies, helping 
countries to support themselves economi- 
cally. In particular, it is time for interna- 
tional economics to be recognised as a 
primary foreign-policy tool: the interna- 
tional debt crisis threatens democracy as 
surely as any political or military danger. 
The United States, he says, must act more 
like a leader of world growth and less 
“like a collection agency for the overex- 
tended banks". 

Easier said than done, grumble Mr 
Hart's critics. True, but the senator is 
offering guidelines for debate, not a blue- 
print for action. His gift to his party is that 
he has rewritten the argument on foreign 
policy in terms other than those chosen by 
Mr Reagan and the Republicans. For this 
alone, Democrats might respond by being 
somewhat less grudging in accepting the 
contribution that Mr Hart has made, over 
the past couple of years, in raising the 
level of party political debate. 


Doctors 


Adam Smith, MSc 
not MD 


The free market in medical care has been 
an article of faith and politics for the 
American Medical Association ever since 
it first took up arms against an interfering 
government half a century ago. This 
week, in Chicago, the doctors' trade 
union embraced apostasy. It asserted that 
the market is incapable of correcting a 
surplus of doctors and that competition 
among doctors will end up increasing 
medical costs. What the AMA report omit- 
ted to mention is that market forces are 
still operating in at least one medical 
sphere: to keep doctors' earnings down. 
This is the most obvious explanation 
for the alarm in the medical community at 
an 84% increase in the number of doctors 
and a 50% increase in the ratio of doctors 
to population over the past two decades. 
Although they are still the most prosper- 
ous professionals, with average earnings 
of $110,000 a year, their incomes have 
recently stopped climbing at the heady 
rate of the 1960s and 1970s, when real 
earnings doubled. Two other factors de- 
pressing doctors' incomes are the cap on 
Medicare fees, which the AMA is also 
fighting, and the growth of salaried medi- 
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cine under pre-payment plans. 
The AMA offers three reasons, at least 
two of them unconvincing, why a surplus 
of doctors is against the public interest. 
First, as practices shrink, doctors will not 
have enough opportunities to hone cer- 
tain skills. True, but a concentration of 
skills is already taking place: for example, 
in New York city, 99% of the heart 
surgery is done by 12 surgeons, all earn- 
ing more than $1m a year. Second, says 
the AMA, specialists will be reduced to 
providing primary care but will charge 
specialist rates. False, because insurers 
will refuse to pay more than the illness 
demands. Third, studies show that more - 
doctors mean more spending on doctors' 
bills. No dispute about this (though the 
extra fees reflect extra care); it has been 
calculated that a doctor in his lifetime 
adds $30m to the country's medical costs. 
The AMA concedes that the glut of 
doctors does bring benefits. The distribu- 
tion of medical care has improved as 
doctors in search of a livelihood have 
trekked to under-served communities. 
Patients are waiting a shorter time for 
appointments. More doctors are making 
house calls. Yet doctors who applaud.this 
nonetheless fear that a squeeze could 
tempt doctors to oversell and overtreat. 
Ethical restraints could be the first 
casualty of commercial competition in 
medicine, according to the editor of the 
New England Journal of Medicine, Dr 
Arnold Relman. “If doctors have to wor- 
ry about economic survival," he says, 
"they will be under pressure to act in 
unethical ways." The market will not 
impose any discipline, he adds, because 
consumers cannot make  discerning 
choices and have to depend on doctors' 
judgment and integrity. When integrity 
goes, the medical system is in trouble. 
One way out of trouble, doctors sug- 
gest, is to tighten doctors' reviews of their 
erring colleagues who give the profession 
39 
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a bad name and raise insurance costs. 
Another is to stop licensing the thousands 
of young Americans who are badly 
trained in off-shore medical schools. The 
AMA recommends higher entry standards 
for all foreign-educated doctors; it blames 
the government for letting in too many 
immigrant doctors and for doubling the 
output of American medical schools from 
7,400 a year in 1965 to 15,000 in 1980. 

Medical-school enrolments have fallen 
by about 7% since 1981, largely because 
of increases in tuition fees; these followed 
the withdrawal of government subsidies 
designed to recruit more doctors. The 
AMA clearly wants to cut the size and 
number of medical schools, but 43 years 
ago it was slapped down by the Supreme 
Court for restraint of trade and it remains 
hesitant to put forward any such propos- 
als without political cover. 

In 1980, a report commissioned by the 
Carter administration advocated a 17% 
cut in the number of medical students, 
based on a projected surplus of 70,000 
doctors by 1990. This study also predicted 
a surplus of most specialists by that time; 
the AMA says it has already arrived. Sev- 
eral specialist boards, led by neurosur- 
gery, are rationing places for advanced 
training. But about 80% of young doctors 
are still going where the big money is, 
into specialised fields, whereas only half 
the doctors employed by the burgeoning 
“health maintenance organisations” are 
specialists. Experts agree that American 
medicine needs to re-emphasise primary 
care at the expense of lucrative specialist 
work. Here too the profession is looking 
to government to clear the way. 

The trouble with designing medical 
training for the future is that future medi- 
cal needs are so unpredictable. Cuts in 
Medicare, healthier ways of life and the 
boom in prepaid medical plans all point to 
a reduced demand for doctors; an aging 
population and an increase in the propor- 
tion of women doctors, who tend to work 
shorter hours, point the other way. Tech- 
nological innovation is bound to affect 
medical demand, although nobody knows 
how. All arguments, it would seem, for 
letting the market decide. But not for the 
medical converts to regulation. As Dr 
Relman, the voice of New England medi- 
cine, put it, “Adam Smith did not have 
the modern health-care system in mind.” 


Transplants 
In search of donors 


Hardly any part of the human body 
cannot now be transplanted—hearts, kid- 
neys and corneas, bone marrow, skin and 
brain linings. For the victims of some 
diseases, transplants can also be cheaper 
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in the long run than conventional treat- 
ment. Kidney dialysis, for example, costs 
about $20,000 a year, leaves the patient 
feeling under par and involves being 
hooked up to a bag or a machine at 
regular intervals. By comparison, a trans- 
plant has a one-off cost of $25,000-30,000, 
plus a small annual cost for immunosup- 
pressive therapy. And it enables the pa- 
tient to resume a near-normal life. Yet 
some 80,000 Americans are on dialysis 
while only 30,000 have had a successful 
transplant. If the preferred treatment is 
also the cheapest, it would seem that the 
figures should be reversed. The reason 
they are not is the shortage of donor 
organs. Sufferers from a variety of dis- 
eases still die before a suitable organ can 
be found. 

Under the Uniform Anatomical Gift 
Act of 1969, organs for transplanting may 
be removed from a corpse if the surviving 
relations give their permission. The rea- 
son for the shortage is not so much that 
relations are refusing permission as that 
they are not even being asked for it. 
Understandably, doctors and nurses are 
often reluctant to approach grieving 
relations. 

Early in 1986 a race began among the 
States to pass laws that would provide a 
remedy. Oregon won, with New York 
and California close behind. These laws 
require hospital administrators to ensure 
that, whenever a patient dies who would 
be a suitable donor, the relatives are 
asked for permission to use their organs. 
(Even if the dead or dying person has 
signed a donor card, in practice most 
hospitals do not remove organs without 
the permission of the next-of-kin.) The 
nurse—it is usually a nurse—can now 
explain that the law requires her to put 
the painful question. 

Since the beginning of the year 15 
States have passed so-called “required 
requests" legislation and as many more 
are at various stages of doing so. Hardly 
any opposition has been encountered. 
And, at least in New York, where the law 
went into effect in January, organ dona- 
tions seem to be rising, whether because 
of the law or because of the attendant 
publicity it is hard to say. 

If these laws work as intended, it is not 
only patients who will benefit. In kidney 
cases the federal government will be 
relieved of some of the millions of dollars 
it spends every year to pay for its dialysis 
programme. More bereaved relatives will 
know that something useful has been 
salvaged from a death. Moreover, the risk 
of unsavoury practices will be reduced: 
the National Organ Transplant Act for- 
bids the sale of organs, but the law may 
always be flouted when demand exceeds 
supply and money can buy preferential 
treatment. 
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Housing 
Falling down 


Two cheers. Congress is close to passing 
an omnibus housing bill after six years of 
à partisan impasse that prevented it from 
doing anything but voting for annual 
appropriations. That is the one thing that 
it cannot do this year, not at least until it 
passes a budget resolution for the fiscal 
year 1987. The bill passed by the House 
of Representatives on June 12th simply 
authorises “such sums" as may be set by 
the appropriations committees. The Sen- 
ate Banking Committee has approved a 
similar measure, which suggests that an 
agreed bill will be forthcoming. But if the 
cost is anything like the provisional esti- 
mates of $15 billion-19 billion, President 
Reagan says he will veto it. 

Whether or not the veto is sustained, or 
overruled by Congress, the bill seems to 
assure a full stop to federal financing o 
homes for poor Americans. This 50-year 
old programme has been whittled away 
year by year by the present administra- 
tion; in 1987 the House would use all the 
money unspent in 1986—$860m—for re- 
pairing and modernising public housing. 
Only new building already in train would 
be exempted. 

Mr Steve Bartlett, a Texas Republican 
who put forward this proposal, reckons 
that the money would build only 4,600 
new units, but could repair 64,000 that 
are now squalid or downright uninhabit- 
able. This argument seemed plausible to 
members angered by stories of public 
housing allowed to rot. Some cities seem 
able to keep up with repairs and keep 
their housing occupied; Baltimore, for 
instance, has only 409 empty apartments 
out of a total of more than 18,000. But the 
District of Columbia, spread out before 
congressmen's eyes, has more than 2,000 
out of the much smaller total of 11,400. 
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Berry Japan Fund: 


a new пате ior 


а ргоуеп perfor ner 


This month the loog established Berry 
Pacific Fund Ltd changed its name to the GT 
lerry Japan Fund Ltd, reflecting the vital role 
at GT has played in managing the portfolio 
since the fund was launched in 1970 and the 
fact that it has been invested solely in Japan 
since 1981. 

_ Over the years this large and well estab- 
lished fund -some US$300 million in size – has 
shown above average performance measured 
in many currencies. Since launch in 1970 the 
fund has shown a cumulative appreciation of 
1557% in dollar terms and 2468% in sterling 


E termas, 


_ The June 1986 issue of Money Manage- 


* ment confirms the fund as the best performing 


- offshore fund investing in Japan over the last 
7 years (the longest period reported) in terms 
of sterling converted offshore funds. 

THE VALUE OF A 
~ PRESENCE IN TOKYO. 

GT has long been a specialist in Japanese 

ents. Its Tokyo based managers have 

: ind of local research and market intelli- 
gene hat is simply not available to fund 

-managers based in the UK. 

_ GT has been monitoring the Japanese 
economy for the past fifteen years, identifying 
changing investment trends, and anticipating 

investment opportunities as these have moved 

from mass produced goods through elec- 
onics and other high quality exports to the 
ed upsurge in domestic demand. 


GT Berry Japan Fund | 


THE NEW INVESTMENT 
OPPORTUNITY IN JAPAN. 

With the decline in oil and other com- 
modity prices and the Yen at record levels 
against the US Dollar, Japanese import costs 
have been falling rapidly. The Japanese auth- 
orities are starting to deregulate the economy 
and financial system and companies with a 
strong domestic business base now represent 
a new and rewarding prospect. 

'The managers of GT Berry Japan Fund 


have moved decisively to reposition the port- 


folio to take advantage of these new trends. 


"They have not responded by creating new 


funds. 

With more than £3 billion under manage- 
ment round the world, GT is one of the UK's 
largest independent investment groups. In 


Japan and the Far East alone, GT handles in > и 


excess-of £1 billion for its clients. With the 
strength of its local expertise and wealth of 
experience of the Japanese stock markets GT — 


is strongly placed to ensure that the GT Berry 
Japan Fund continues to provide a healthy 
return to the long term investor. 





| Please send me further details of 

| GT Berry Japan Fund Limited. 
‘To: Julie Fallaize, СТ Management Guernsey Ltd., 
РО. Box 366, Hirzel Court, St. Peter Port, Sony 
Channel Islands. 
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Mr Bartlett says that over the country as a 
whole a third of the 1.2m units need 
repairs costing at least $5,000 for each 
unit. 

Not everyone agreed with him that this 
would be the best use of the money. A 
congressman from Connecticut said that 
in his district he could not find one flat to 
rehabilitate. And Mr Henry Gonzalez, a 
Texas Democrat, said that the decision 
was racialist, a response to the fears of 
whites that new public housing would be 
placed near them, in accordance with 
court decisions that it should be scattered 
around and not confined to the ghettos. 
Others pointed out the long waiting-lists 
for public housing; in New York 200,000 
families are on the list and in Washington, 
DC, some families have been waiting for 
ten years or more. 

The House bill contains other new 
departures. One would allow some ten- 

its in public housing to buy their flats for 

72376 of the prevailing market value, with 
low-interest loans from the government; 
another would encourage tenants to man- 
age and do up the blocks in which they 
live. The so-called Nehemiah рго- 
gramme, named after the prophet who 
rebuilt Jerusalem, would build cheap 
homes in run-down areas which poor 
people could buy. 

None of these proposals seems greatly 
relevant to the plight of the homeless that 
was revealed so dramatically last winter 
and which will, without much doubt, be 
repeated. Congress will provide aid, but 
on little more than an emergency basis, as 
it has in the past. According to Mr James 
Rouse, the developer, the most useful 
proposal is to be found not in the housing 
bill, but in the tax-reform legislation. This 
bill, which has property developers and 
rich investors shaking in their shoes be- 

use it proposes to end tax-shelters for 

estment in property, stops short of 
ousing built for the poor: the only signif- 
icant government help for meeting the 
desperate housing needs of the very poor, 
Mr Rouse says. 

Even so, it is not perfect, according to 
him, because the credit cannot be granted 
if a project receives money from other 
federal sources, such as a federal commu- 
nity block grant to a city. And tax credits 
by themselves, says Mr Rouse, are not 
enough to bring the cost of housing down 
far enough to meet the needs of the 
poorest. 

The political cement that led to an 
agreement on the housing bill is some- 
thing that has little to do with housing the 
poor. Included in the bill is the extension, 
and expansion, of the Urban Develop- 
ment Action Grants. Most of these 
grants, in a programme which President 
Reagan has tried hard to stop, have gone 
in the past to cities in the north and east. 
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Republicans from economically dis- 
tressed areas of the south and west want 
some of these goodies to flow their way. 
In an election year, is it just possible that 
Mr Reagan may relent? 


Dearborn 
Keep off the grass 


DEARBORN, MICHIGAN 





From 1941 until 1977, a portly segrega- 
tionist mayor named Orville Hubbard ran 
the city of Dearborn, a suburb of Detroit, 
like a powerful ward boss. He kept taxes 
low and services abundant, providing res- 
idents with such popular amenities as free 
baby-sitting for shoppers, a summer 
camp, an old people’s home in Florida 
and a police escort for drunks on New 
Year’s Eve. He also gained national at- 
tention (Time called him a “chest-thump- 
ing racist") for ruthlessly keeping blacks 
out of town. Mayor Hubbard’s well- 
known slogan, “Keep Dearborn Clean", 
was widely and correctly interpreted to 
mean “Keep Dearborn White". 

Mr Hubbard's legacy lives on. Even 
today, Dearborn has fewer than 100 black 
residents out of a population of 90,000. 
Lawyers for the National Association for 
the Advancement of Coloured People 
(NAACP) and the American Civil Liber- 
ties Union (ACLU) are due to resurrect 
Mayor Hubbard's ghost on June 24th 
when a controversial city ordinance that 
would close most of Dearborn's parks to 
non-residents is to be challenged in court. 
Under this ordinance, people in the parks 
could be challenged to prove that they 
were bona fide residents. Use of the parks 
by non-residents would be punishable by 
fines of up to $500 and 90 days in jail. 


Out to break the Michigan laager 


AMERICAN SURVEY 


Approved by a referendum last No- 
vember, the ordinance was challenged a 
month later by the NAACP and the ACLU 
as unconstitutional. They say the ordi- 
nance discriminates on the basis of race 
and that its method of enforcement would 
subject blacks to unreasonable searches 
and seizures. While waiting for the case to 
come to trial, the NAACP has sponsored a 
boycott by blacks of Dearborn's shops, 
which has not proved very successful. 

Supporters of the ordinance deny any 
racial motivation, saying overcrowding 
and rowdyism in the parks are the main 
issues. But opponents say they are not 
fooled by such code words. ““We’re going 
to show that Dearborn has an official 
policy of excluding non-whites," says Mr 
Robert Sedler, a law professor at De- 
troit’s Wayne State University and an 
ACLU lawyer in the case. He argues that 
Dearborn has a "siege mentality", sur- 
rounded as it is by the crime-ridden city of 
Detroit (nearly 70% black) and other 
largely black communities such as Ink- 
ster. Mr Sedler proclaimed at a recent 
court hearing that Dearborn has a history 
of bigotry “possibly unparalleled in any 
city in America". That history includes 
public statements by city officials that 
blacks were not welcome to live in Dear- 
born. Some blacks who tried anyway have 
seen their houses damaged or set on fire. 

Blacks complain that Dearborn does 
not want them to use its public facilities, 
though it has no trouble accepting the 
dollars of blacks from Detroit who work 
at its Ford factories and shop at its huge 
Fairlane Centre, Michigan's largest retail 
mall. Last year, 28% of the shoppers 
there were *black. The ordinance has 
become an issue in Detroit, where black 
preachers have taken to the pulpits to 
denounce Dearborn's alleged racism and 
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urge black Detroiters to continue their 
boycott of Dearborn’s stores. 

Dearborn’s residents, however, are 
closing ranks behind the law, according to 
a recent survey. A quarter of those who 
opposed the ordinance last November 
now say they would vote for it. As one 
resident explained: “Saying that Dear- 
born is where all the racists live is the 
same as saying that Detroit is where all 
the stupid, lazy and dumb people live.” 


Alabama 


The fight for 
the mantle 


MONTGOMERY 


Following George Wallace in Alabama is 
a challenge akin to succeeding Juan Peron 
in Argentina or Charles de Gaulle in 
France. The voters have formed an emo- 
tional, ill-defined bond with a larger- 
than-life figure; any successor will either 
disenchant them, or need to reproduce 
the magic attraction himself. Mr Wallace 
announced his retirement last April, after 
four terms as governor. He had dominat- 
ed Alabama even when, after an assassi- 
nation attempt in 1972, he was in constant 
pain and confined to a wheelchair. He 
had also made Alabama nationally fam- 
ous, first for its segregated ways and then, 
in later years, for its attempts to atone for 
segregation. 

The two Democratic candidates who 
will face each other in the run-off election 
on June 24th have both served with Mr 
Wallace. Mr Bill Baxley is the lieutenant- 
governor; Mr Charles Graddick is the 
attorney-general. They are fighting for 
the right to take on a token Republican 
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opponent in November; Republicans do 
not get much of a vote in Alabama. 

' Mr Graddick, a 41-year-old former 
prosecutor who has spent two terms as 
attorney-general, thinks the voters want a 
change, and that Mr Wallace represents 
an old-fashioned, somewhat embarrass- 
ing image for Alabama. As his campaign 
manager put it, “We want to join the 
twentieth century before it becomes the 
twenty-first.” In many ways, his cam- 
paign has a Republican flavour—hardly 
surprising, since he began his career in 
the Republican party. He is a vigorous 
defender of law and order; he also em- 
phasises the pro-business, “New South” 
theme of economic growth with no new 
taxes. Mr Graddick calls Mr Baxley a 
liberal, a label intended to be fatal, and 
insists that his opponent's support comes 
from “special interests", meaning a coali- 
tion of blacks, teachers and labour. 

Mr Baxley does not entirely disagree. 
One night during the campaign, he listed 
the groups that support him: “white vot- 
ers who have historically voted for 
George Wallace, working men and wom- 
en, teachers, Democrats and black peo- 
ple." He paused for dramatic effect and 
then shouted, “What in the world is 
wrong with that? That is Alabama!" 

Mr Baxley, although only 44, has been 
a political fixture in Alabama for most of 
his adult life. It was he who, as a boy- 
wonder attorney-general, prosecuted the 
men who bombed a black church in 
Birmingham in 1963, a case which still 
reverberates in the state. That is why 
blacks and liberals like him. He has been 
associated with Mr Wallace so closely, 
and for so long, that he has had little 
choice but to carry on the governor's 
populism, though he does not always 
wholeheartedly believe in it. Thus he 
disparages the “Ыр boys”, a vague refer- 
ence to the same businessmen who were 
nicknamed the “big money mules” by Mr 
Wallace, while at the same time saying he 
wants to bring new industry and jobs into 
the state. They are certainly needed. For 
much of the past few years, with the 
collapse of the steel industry around Bir- 
mingham, Alabama has had an unem- 
ployment rate second only to Michigan's. 

There is more to the campaign, of 
course, than a simple showdown between 
populism and conservatism, between Old 
South and New. Mr Baxley's candidacy is 
complicated by personal scandals, includ- 
ing huge gambling debts and a recent 
report that state troopers, using state 
cars, were routinely escorting a female 
reporter to his apartment in Montgom- 
ery. (Mr Baxley, who is married, says he 
has often allowed his friends to use state 
cars.) Mr Graddick, on the other hand, 
by accepting the endorsement of the Ku 
Klux Klan, has invited charges that he is 
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courting the old segregationist vote. Cer- 


‚ tainly his support comes mostly from 


whites who, not so long ago, would have 
voted for nobody but George Wallace. 
Opinion polls show that the race is close, 
with Mr Graddick slightly ahead, to pick 
up the fallen mantle. 


The economy 
Trade needs aid 


WASHINGTON, DC 


“Foreign trade has been a drag on the 
economy nearly all of this decade,” said 
Mr Malcolm Baldrige, the secretary of 
commerce, this week. It still is. Estimates 
of the economy’s strength in the first 
quarter of this year have been scaled 
down to a 2.9% annual rate of real 
growth in GNP from last month's guess ~" 
3.7%. The change is attributed entirely 
America's sluggish trading performance. 
Exports have increased less than first 
thought, giving a projected negative trade 
balance for the year of $138.1 billion (not 
the $130.3 billion earlier calculated). 

This month's figures were greeted by 
analysts as a realistic picture of the econo- 
my. The effect of the fall in the dollar, 
they say, will not be felt until the end of 
this year. For the moment, imports re- 
main strong; they were running at $90.1 
billion in the first quarter, and would 
have been higher still had it not been for a 
one-off fall of $4.1 billion in the value of 
oil imports between the last quarter of 
1985 and the first quarter of 1986. 

Mr David Wyss, of the forecasting 
group Data Resources Inc, says that the 
high level of imports can be explained in 
terms of price. Many of America's trading 
partners, like South Korea, Taiwan and 
Canada, have not seen their currenci 
appreciate much against the dollar, 
have become no less competitive. And 
importers from West Germany and Japan 
let their profit margins rise so much in the 
past few years of the strong dollar that at 
current exchange rates they can cut prices 
and still make money. t 

One small piece of good news for 
exporters: the administration intends to 
streamline, though not abolish, the sys- 
tem of export licences for sensitive high- 
technology goods. Hitherto, fear of see- 
ing American technology end up in 
Russian hands has swathed exporters in 
red tape. But one piece of bad news, too: 
now that America is a net debtor, it is 
paying more in interest to foreigners than 
it receives from its investments abroad. 
So the surplus on trade in "invisibles" 
declined by $2 billion, to $5.9 billion, 
between the last quarter of 1985 and the 
first quarter of this year. In the short term 
that can only get worse. 
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YOUR PASSPORT TO PROF PROFESSIONAL 
PORTFOLIO MANAGEMENT 


" Many portfolio management advisory services are only available to. à 
investors with at least US $50,000. However, RBC Offshore Fund _ 
ми = ра their investment expertise at your disposal for as little 

as 


__THE BENEFITS OF A PROFESSIONALLY MANAGED PORTFOLIO - 

.. The Offshore Fund Portfolio Management Plan has been specially developed to 

|. allow offshore investors to enjoy professional management of their personal 
portfolios with the objective of capital growth. This is achieved through 
investment in the full range of offshore funds managed and administered by 
RBC Offshore Fund Managers including currency deposits together with gold 
and silver bullion. 
The RBC Funds have a very good performance record achieved over a period 
of several years and cover investment in most world stock markets and 
major currencies. 


MODEST MANAGEMENT CHARGES - 

To benefit from this professional management the only additional charge is 
2% p.a. of the value of the Plan which is modest in terms of the movements 
which frequently take place in world markets in any one year. There are no 
additional charges (including initial charges) when investments are re-deployed 
between investment funds and you may leave the plan at any time without 
penalty. 

You also have the comfort of knowing that you have the considerable resources 
апа expertise of the Royal Bank of Canada Group behind you with their proven 
skills in the field of offshore investment. 


We regret that this investment opportunity is not available to citizens or 
residents of the United States or investors resident in Canada. 


RBC Offshore Fund. 


Managers Limited 


Asubsidiary of 
| THEROYAL BANKOF CANADA - 
(Royal Bank House, P.O. Box 48, St. Julian's Avenue, St. Peter Port, 
i Guernsey, Channel Islands. Tel: 0481 23021 
| 


Please send me complete information on the RBC Offshore Fund Portfolio Management Plan 
Name  — E/PMI21.6.86 | 
sorter EM an es БИЕ МИК oe E EE OO 


Address 


Postcode | i 


fn RBC Offshore rum Royal Bank House, P.O. Box 48, 


VH 


L- 12224: Manag ers Li mit St. Julian's Avenue, St, Peter Port, um 


Channel Island, Tel: 0481 23021 





i Goldman Sachs International Corp. | »ü 








РИТ” ee ee eee а заба d 





EUROPE 





So near in Lower Saxony, but 
still so far from Bonn 


FROM OUR BONN CORRESPONDENT 


Seven months is a long time in politics; 
but, that dutiful proviso having been 
made, it looks as if West Germany's 
ruling centre-right parties will still be in 
power under Mr Helmut Kohl after next 
~ nuary's general election. Their victory 

.. the state election in Lower Saxony on 
June 15th was no triumph, but it was good 
enough for the Christian Democrats, for 
their Free Democratic allies and for bat- 
tered Mr Kohl. The Christian Democrats 
lost their overall majority in the state 
parliament in Hanover. Nevertheless, af- 
ter weeks of speculation that they might 
be beaten by a combination of Social 
Democrats and ecological Greens, the 
one-seat majority which the Christian 
Democrats and Free Democrats finished 
up with was a powerful relief to the ruling 
parties in Bonn, not to mention West 
German stockmarkets. 

On the face of it, the Social Democrats 
have some reason for cheer. The Chris- 
tian Democrats share of the vote 
slumped from 51% in the previous state 
election in Lower Saxony in 1982 to 44% 
this time. The Social Democrats' share 
increased from 37% to 42%. Their candi- 

te for chancellor in the federal election, 
Johannes Rau, said that the result in 
Lower Saxony had produced a "good 
following wind" for the federal contest 
which will take place on January 25th 









state 





Total seats: 171 
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Middling, muddling Saxony 
Seats in Lower Saxony's parliament 
Before —— 

election.. 





1987. In fact, the jump in the Social 
Democrats' score was not nearly enough 
to encourage Mr Rau's hopes of replacing 
Mr Kohl in Bonn. 

The emergence of the engaging Mr Rau 
as the party's front man last summer set 
off a wave of euphoria among the Social 
Democrats. Having scored impressive 
victories in two state elections—in North 
Rhine-Westphalia, where Mr Rau him- 
self is premier, and in the Saarland—the 
Social Democrats went on in December 
to put together a coalition with the 
Greens in Hesse, which ended a long 
period of messy minority government 
there. This year the Social Democrats 
made striking inroads in local-council 
elections in the Christian Democratic-run 
state of Schleswig-Holstein. Lower Saxo- 
ny was to be the next stage on the march 
back to power in Bonn, and the party's 
local leader, Mr Gerhard Schróder, was 
to be one of its rising stars. 

The catch is that there is no sign that 
anything like a majority of the West 
German electorate has swung to the So- 
cial Democrats. The party did so badly in 
the last federal election in 1983, when it 
got 38.3% of the vote, that some sort of 
revival was almost inevitable. But opin- 
ion polls still show it regularly trailing the 
combined forces of the Christian Demo- 
crats and their Bavarian allies, the Chris- 
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How now, Rau? 


tian Social Union. 

To that combination Mr Kohl—like Mr 
Ernst Albrecht, the Christian Democratic 
state premier in Lower Saxony—can add 
the support of the Free Democrats (see 
box on next page), provided they get the 
5% of the vote needed to win any seats. 
For his part, Mr Rau says the Social 
Democrats will have no truck in Bonn 
with the anti-nuclear, anti-NATO, anti- 
growth Greens. If he means it, the Social 
Democrats will have to win an overall 
majority to take power in Bonn next 
January. They are still far from that. 

In Lower Saxony, the Social Demo- 
crats seemed to have had everything 
going for them. But post-Chernobyl wor- 
ries about nuclear power did not swing as 
many voters against the pro-nuclear 
Christian Democrats as had been expect- 
ed. (Instead of scoring the 10% predicted 
in some polls, the Greens got only 7%.) 
Nor was Mr Schróder able to capitalise 
much on discontent among Lower Saxo- 
ny's farmers, who think they are getting a 
raw deal from the European Community. 
As for the bumblings of Mr Kohl, which 
led some Christian Democrats to hope 
that the chancellor would keep out of 
Lower Saxony in the run-up to Sunday's 
poll, the signs are that the opposition has 
drawn as much electoral advantage from 
such things as it is going to. 

Having failed to turn Chernobylitis, 
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have done it again. In the Lower Saxony 
state election on June 15th, the small 
,; Free Democratic party confounded the 
“opinion polls, which had been predicting 
that it would fail. to win any seats. 
Instead, it once again emerged from the 
fray in possession of the middle ground 
between the big battalions of the left and 
¿` the centre-right. 

_ Reports of the imminent demise of the 
Free Democrats are a regular feature of 
West German politics. The party has 
Often seemed to be teetering down. to- 
- wards the 5% of the vote below which no 
"West. German party gets any seats in the 
federal or state parliaments. In Lower 
Saxony, where the opinion polls had 
hown the Free Democratic party with at 
nost 4% of the vote, it ended up with 
6%. Its survival will bring much cheer to 
- its leader, Mr Martin Bangemann, the 
"economics minister in Bonn. Since he 
k over the party last year, Mr Bange- 
mann has been in continual danger of 
i being overshadowed by his predecessor, 
| Mr Hans-Dietrich Genscher, the foreign 
- minister. 

.. The Christian Democrats, like the 






























г farmers’ anger and the chancellor's style 
to major electoral advantage, the Social 
Democrats now need a spot of introspec- 
tion. For the past year, they have let 
themselves be powered by Mr Rau's 
.popularity. The engine has been turned 
off. The party's long-promised review of 
its. policies has brought little clarity to its 
pronouncements. 
While Mr Rau loses no opportunity to 
insist that a Social Democratic-led West 
Germany would be a full and loyal mem- 
ber of the western alliance, the party's 
: position on defence is fuzzy. One Social 
Democratic group is talking with the East 
German communist party about banning 
nuclear and chemical weapons from the 
middle of Europe. Mr Oskar Lafontaine, 
the young premier of the Saarland and 
one of the party's leading left-wingers, 
would like West Germany to pull out of 
NATO's military structure while formally 
staying in the alliance. 
Оп economic policy, the Social Demo- 
'€rats look just as confused. Last year their 
economics spokesman in the federal par- 
liament, Mr Wolfgang Roth, produced a 
paper on economic policy which advocat- 
, ed тоге competition and greater recogni- 
-tion of the benefits of market forces. The 
paper, which was thought to have Mr 
Rau's blessing, was meant to become 


















Another great escape 


The Houdinis of West German politics. 














Did they do well? 


In the last week before Spain's election, 
bullets and opinion polls weakened the 
optimism of some supporters of Mr Felipe 
Gonzalez's - Socialist. government. Оп 
June 17th, the Basque separatist group 
ETA killed two army officers and their 
driver in central Madrid, reviving doubts 
about the efficiency of the government's 
anti-terrorist policies. The opinion polls 
published shortly before ETA struck sug- 
gested that, while the Socialists would win 
on-June 22nd, their majority would be 
reduced from their 202-out-of-350 grip on 
the outgoing parliament. Mr Gonzalez 
has argued that it was the size of his 
party's majority that enabled him to a ^" 
decisively abroad апа at home. А 
What use. have the Socialists made оѓ. 
their ample parliamentary base over the ` 
past four years? They claim, with some 
justification, to have strengthened 
Spain's young. democracy. A leading So- 
cialist has said that admission to the 
European Community апа continued 
NATO membership—reinforced by the 
reorganisation of Spain's army—have 
"made the idea of a coup seem exotic". 
Schmidt's eight-year chancellorship, his Mr Gonzalez has made the fight against- 
critics within the Social Democratic party 
accused him of having abandoned the А 
ideological саноо which they соп- Where the left left Spain 
Consumer prices 
3%. increase on previous year 


Social Democrats before them, need the 
support of the men in the middle if they 
are to command a majority in the Bun- 
destag. But standing in the middle can be 
a wearing experience. The Free Demo- 
crats suffer from friction between their 
two constituent parts, the free traders 
from north Germany and the social liber- 
als from the south-west. Their finances 
are in poor shape, particularly since new 
regulations prohibit the undeclared con- 
tributions from big donors on which the 
Free Democrats, with their small mem- 
bership, have always depended. 

All the same, the party has been able 
to make the most of its indispensability. 
Mr Genscher and Mr Bangemann hold 
two of the top jobs in the Bonn cabinet. 
Another Free Democrat is minister of 
justice. Despité recurrent blasts from 
right-wing Bavarians against Free Dem- 
ocratic wetness, the middle-grounders 
will probably manage to keep a dispro- 
portionate number of top posts after 
next January's election. The Lower Sax- 
ony result suggests that the West Ger- 
mans feel safest with coalition govern- 
ments. That helps to keep the Free 
Democrats over the 5% threshold. 


































































sidered essential for a party of the left. 
Lower Saxony's Mr Schróder, then leader 
of the socialists’ youth wing, congratulat- 
ed. the chancellor—with more than a 
touch of irony—for "administering the 
status quo so remarkably". 

The party lost contact with many young 
voters, who moved off to support the 
Greens. Those younger Social Democrats 
who stayed in the party and who, like Mr 
Schróder, are now moving into the lead- 
ership want to put ideology back into 
their party. They look back fondly to the 
chancellorship of Mr Willy Brandt, who is 
still the party's chairman. Unfortunately 
for them, the Social Democrats' leftward 
swing in 1983, which delighted the ideo- . 
logues, proved disastrous at the polls. 

West German politics moves in long 
cycles. The Social Democrats led the | 
federal government in Bonn for 13 years 
before Mr Schmidt's fall in 1982. When 
Mr Kohl took his centre-right coalition to 
victory in the election of 1983, some 
Social Democratic sages predicted that 
their party would spend at least two 
Bundestag terms, eight years, in opposi- | 
tion. Mr Rau's emergence last year 
tempted optimists to forget those words 
of caution. Lower Saxony has shown that 
the sages are likely to be right. . 
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terrorism a priority. But his anti-terrorist 
law, which enables the police to hold 
suspects for ten days, has been criticised 
by human-rights organisations for flout- 
ing habeas corpus (introduced into post- 
Franco Spain by the Socialists) while 
apparently having little effect on terror- 
ism. His law-and-order critics have point- 
ed to an increase in drug-smuggling, 
which has led to a rise in addiction and 
related crimes. 

In education, the Socialists have weak- 
ened the grip of the Roman Catholic 
church on Spain’s schools. Unlike Presi- 
dent Mitterrand in France, Mr Gonzalez 
took no notice of Catholic lobbying 
against his education law, which placed 
subsidised church schools on the same 
financial footing as state schools and 
banned religious discrimination against 

pils or teachers. However, Catholic 

tests against abortion were heeded; 
the proposed reform was watered down. 

Reforms introduced by the Gonzalez 
government mean that civil servants now 
work longer hours and are forbidden to 
hold a second job. Even so, Spanish 
bureaucracy is still cumbersome and ex- 
pensive. Mr Gonzalez has not kept his 
1982 promise to “таке Spain efficient". 
Some Spaniards grumble that regional 
autonomy has merely created yet another 
layer of bureaucracy. 

The prime minister has found it hard to 
explain the “mistake” he made at the last 
election, when he promised 800,000 new 
jobs. Unemployment has risen by almost 
that amount since he took office. Wage 
controls, limited social-security coverage 
and cuts in all but the lowest pensions 
mean that many Spaniards are worse off 
than they were four years ago, though 
average incomes have risen and many 
people have made ends meet by moon- 
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lighting in the vigorous black economy. 
So much for the costs of the Socialists’ 
decision to give the economy a much- 
needed shake-up. The benefits are that 
inflation is down and falling, though it is 
still way above the West European aver- 
age (see chart); Spain’s GDP is growing, 
and so is its productivity, Businessmen 
are investing more, and they will not be 
displeased if Mr Gonzalez is re-elected— 
provided he keeps his pledge to try to 
reduce the public-sector deficit. Some of 
them have applauded his campaign slo- 
gan that Spain is “оп the right road". 
Under Mr Gonzalez, Spain has been 
following a European road, and inevita- 
bly there is still a lot of catching up to do. 


Cyprus 
Signs of impatience 


In the first week of July, Turkey's prime 
minister, Mr Turgut Ozal, is to visit 
northern Cyprus. A team of Soviet offi- 
cials has just spent four days in the south 
of the island. Every little bit helps, one 
might think, in a Mediterranean island 
that depends heavily on tourism. Howev- 
er, the Soviet visit provoked dark mutter- 
ings among Turkish Cypriots, and the 
Greek Cypriots have been making angry 
noises about Mr Ozal's planned trip. 
Neither side, on this bitterly divided is- 
land, likes to see the other entertaining 
friendly visitors. And heaven help anyone 
who tries to befriend both sides and help 
them to co-exist. 

For 22 years the United Nations has 
kept a peacekeeping force in Cyprus— 
2,000 lightly armed men who also swell 
the tourist take. Seven countries man the 
UNFICYP force: Australia, Austria, Brit- 
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ain, Canada, Denmark, Finland and Swe- 
den. On June 11th they served a warning 
that nobody should assume that they will 
indefinitely go on providing soldiers and 
policemen to patrol the buffer zone that 
divides north from south (and splits the 
capital, Nicosia). Simultaneously, the UN 
secretary-general, Mr Javier Perez de 
Cuellar, issued a report that plainly re- 
vealed the cause of the continuing dead- 
lock to be the Greek Cypriots' unwilling- 
ness to negotiate on the basis he had 
proposed in March. 

On one side of the "green line" that 
bisects Nicosia, Mr Rauf Denktash's 
Turkish Cypriot government has accept- 
ed Mr Perez’s proposals. On the other, 
the Greek Cypriot government strenu- 
ously denies that it has rejected them. But 
on June 13th it declared that Mr Perez 
had taken no account of its views, and 
that “‘it is the general opinion of all Greek 
Cypriots” that his proposals would lead to 
“the destruction of Cyprus itself”. 

President Spyros Kyprianou, support- 
ed by the prime minister of Greece, Mr 
Andreas Papandreou, insists that priority 
must be given to a set of Greek Cypriot 
demands. These include: the withdrawal 
of all of Turkey’s troops from northern 
Cyprus before a new government is 
formed for the whole island; eviction of 
the civilian Turks who have come over 
from the mainland; international guaran- 
tees of a new settlement, so arranged that 
Turkey would lose the right of interven- 
tion that it exercised in 1974; and freedom 
of movement and property ownership 
throughout Cyprus. That last provision 
implies an eventual return to something 
like the state of affairs before 1974, when 
the Turkish minority occupied a scatter- 
ing of enclaves. 

Mr Perez—who has personal experi- 
ence of Cyprus, where he served as UN 
representative in the mid-1970s—has pre- 
ferred to work towards a settlement more 
closely related to present realities. His 
proposals envisage a federal Cyprus com- 
prising two autonomous states. In the 
federal government, a Greek Cypriot 
president and a Turkish Cypriot vice- 
president would each have certain powers 
of veto; in the lower house there would be 
a large Greek majority, in the upper a 50- 
50 balance; decisions in the federal cabi- 
net would need the consent of at least one 
Turkish minister. 

The Perez proposals offer the Greek 
Cypriots the prospect of taking over some 
territory from the Turkish-held zone, but 
not of using their superior economic pow- 
er to recover lost lands throughout the 
north. However, the main thing they are 
being offered is a chance of preventing 
the present partition of the island from 
becoming permanent. This may be their 
last chance; for, as the years have rolled 
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The Frankfurt effect 


Which is the European Community's 
most successful city? Frankfurt, if a 
study of 103 large urban areas compiled 
for the European Commission is right. 
Another ten West German cities appear 
in the study’s top 20 (see table); whereas 
ten British ones are among the 20 at the 
bottom of the league. 

The study was carried out by a team 
based at the University of Reading (a 
town not large enough to appear in the 
league table). Preliminary results* are 
based on a “problem indicator”, which 
uses four measures designed to take 
account of social and environmental con- 
ditions and the state of the urban econo- 
my. The measures are income per head, 
unemployment, net migration and the 
supply of hotel bedrooms (quality- 
weighted by the Michelin guide). This 
last is a way of measuring how many 
visitors a city receives; it helps to make 
Venice and Florence the two most suc- 
cessful Italian cities. 

This problem index is measured 





by and the previous chances have been 
missed, the Turkish state in the north has 
become more entrenched, and Mr Perez 
and the UNFICYP contributors have got 
more impatient. 


French television 
Screen test 


FROM OUR PARIS CORRESPONDENT 


When French viewers are finished with 
the World Cup they can look forward to a 
summer row about the future of France’s 
State-owned television channels. Mr Jac- 
ques Chirac’s conservative government is 
about to introduce a bill to privatise TF1, 


against population change between 1971 
and 1981, and broken down to show 
what happened in three separate periods 
between 1971 and 1984. The first exer- 
cise demonstrates the “nice-to-be-in” 
factor and shows that the more rural the 
area, the more industry flourishes. One 
of the characteristics of successful cities 
is that they have a lot of agricultural 
employment in their hinterland. 

By such a test Norwich and Brighton 
emerge as the two British towns with 
fewest problems. In West Germany and 
France, u growth has been concen- 
trated in the more agricultural south 
(Munich, Toulouse, Bordeaux, Mont- 
pellier) rather than the old industrial 
north (Saarbriicken, Dortmund, Lille). 
In Italy, the old industrial towns (Turin, 
Genoa) are also doing worse than the 
less-industrialised cities of Verona and 
Bologna. The cities of the south (Naples, 
Cagliari, Palermo) dominate the curious 
group of towns which combine lots of 
problems with a rapidly rising 
population. 

The two sorts of cities with bad prob- 
lems are old centres of heavy industry 
(Belfast, Glasgow, Charleroi) and ports. 
Even successful ports such as Le Havre 
and Rotterdam scored as badly among 
the problem-cities as decaying industrial 
centres like Derby and Leeds. 

A study of changes in cities' fortunes 
over the past decade and a half shows a 
rather different picture. All the main 
French towns have improved over the 
period at an increasing rate, and several 
French cities are among the most rapidly 
improving in the Community: they in- 
clude Bordeaux, Nice, Montpellier and 
Marseilles in the south, and Paris, Ly- 
ons, Strasbourg and Rennes. West Ger- 
man cities, by contrast, did well in the 
early 1970s but have since suffered a 
deterioration which has been almost as 
general as has the improvement in 
France. Only буе German towns— 
Frankfurt, Düsseldorf, Hanover, Wies- 


the oldest and biggest of the three chan- 
nels. The bill would also revise and partly 
liberalise the rules of the game for almost 
all telecommunications in France. When 
it came before the council of ministers on 
June lith, President Mitterrand ex- 
pressed “extreme reservations". His So- 
cialists hope to defeat the bill, or at least 
to modify it drastically, when it reaches 
the National Assembly, probably next 
month. 

French viewers are not convinced that 
private ownership will make their televi- 
sion service better or more independent. 
In a recent poll, 56% of those questioned 
opposed privatising TFI and only 29% 
favoured it. Although the prime minister 
has complained about anti-conservative 
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baden and Stuttgart had fewer problems 
in 1984 than they had had in 1971. 
Britain's cities, and particularly En- 
gland's, have done especially badly: that 
is why British politicians talk more about 
an "urban crisis" than their European 
counterparts. Edinburgh and Glasgow 


Slick and Slum 
Top twenty Bottom twenty 

1 Frankfurt 84 Coventry 

2 Munich 85 Le Havre 

3 Venice 86 Palermo 

4 Bonn 87 Sheffield 

7 Wiesbaden 90 Hull 
ae 
10 93 Messina 

11 Florence 94 Cosenza 
12 Hanover 95 Valenciennes 
13 Hamburg 96 Cagliari 

is 98 Naples 

16 Kadenna 99 Charleroi 

17 Dijon 100 Belfast 

18 101 G 

19 Milan 102 Su 
20 Nice 103 Liverpool 


seem to have improved at an increasin 
rate, while towns in the Mi А suh 
as Coventry, Sheffield, Manchester and 
Birmingham, have deteriorated sharply. 
London was relatively problem-free at 
the start of the period, but has since 
at gi’ prre id badly e 
pared with other European capitals; 
Rome has done best. 

When the full study is published later 
this year, it will include policy recom- 
mendations. The main conclusion of the 

reliminary report is that economic he 
or a problem town, whether anl 
subsidies, tax relief or job-creation 
schemes, should treat the town as of 
a bigger development area. mea- 
sures do not have merely local effects. 


—— ————MÓÓ— 
"Problems of Urban Decline and Growth in ЕЕС 
Carbonaro 


Countries, by Paul Cheshire, Gianni 
and Dennis Hay. In Urban Studies, April 1986. _ 


commentaries by television journalists, 
only 11% thought that television news 
since the March election had been biased 
against the new government. 

Despite plans for strikes by television 
workers, the broadcasting scheme may 
not arouse the sort of passion among the 
French public that led to the defeat two 
years ago of the Socialists’ plans to reduce 
state subsidies to private schools. The 
government proposes to create a new 
communications watchdog, the Commis- 
sion Nationale des Communications et 
Libertés. The CNCL will offer 10% of the 
TF! shares to the channel’s employees, 
40% to the public and 50% to a private 
operating group. 

Just why TF! was picked out for privati- 

















WEVE TAKEN THE 
DO-IT-YOURSELF OUT OF MONEY 
MARKET INVESTING. 


O all the advantages of investing in money markets 
| we've just added another: no longer do you have 
| to do-it-yourself. This is what we mean. 
Previously when you invested in our Multicurrency 
Fund you chose which of the currencies of the US dollar, 
sterling deutschemark, or yen you wanted and sub- 


| to h 
— Now, if you prefer, this 
| involvement is no longer 
| necessary. 
On 7th July we are 
launching our new Managed 
+ Currency Fund. This new class 
| of share will enable you to invest in a spread of curren- 
| cies through just one investment. You can now leave 
| the worry of deciding whether high interest rates 
| available from some currencies will outweigh future 
| changes in exchange rates to our expert advisers. 
| But notice we say if you prefer. 
Because of course you can still invest and do all the 
decision making yourself. 
. Either way, you enjoy the substantial benefits of 
| putting у г money into money. 
> There's the security of knowing your capital is 
| invested in deposits with leading banks earning 


юпеу | market | interest rates relevant to the various 


currencies. Therefore your capital is not only safe ut. 
also available at short notice should you need it. 
Whether you decide to invest in thi newM nag od 


available all income e wil be "rolled up" к the func 


thereby increasing the value of your shares. 
‘Tax advantages 


Because no income will. 
be distributed to investors, 
the tax liability in the majority 
of tax jurisdictions will be 
postponed until the shares. 
are sold. This, for example, 
gives interesting benefits to: 

(i) UK resident taxpayers for whom the ability to defer - 
income tax is useful, eg. people nearing retirement. 
(ii) Intending emigrants from the UK, 
(iii) Expatriates returning temporarily to: the. UK for 
a period during which they do not wish to be: taxed. 
upon interest. phu 
Of course the fact that this fund is adminis ered 
by Barclays, one of the world’s largest banks, means — 
that investors can be confident that it will be receiving 
professional attention at all times. 
Isn't now the time for you to find out more? Simply 
send the coupon for the full prospectus and application 
form which must a ompany your emittance. 


o: Barclays Unicorn тййе райо (Channel Islands) Limited, PO Вох 152, 1 Charing Cross, St Helier, Jersey, Channel Islands. 


Please send me a copy of the Fund’s Prospectus and an Application Form. 











BARCLAYS | 


BARCLAYS Do A 
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nstruction systems. 
В Bui "d elements ond subsystems. 
Й Matericls and products 
Machinery and equipment for industrial 
| production. — 
à due, equipment, technologies for 
M building yords. ` 
И. SPECIFIC SECTORS 
~ Energy soving ond air оид | in 
< buildings. 
Exhibition on public а 


For information: ENTE FIERE - SAIE, Матта Costituzione 6 
:40128 BOLOGNA (ITALY 
Tel..05 1/282, 111 - Telex 511248 FIERBO | 


Bologna - Italy 
22/26 Odober 1986 


The future of the building industry 


OF COURSE YOU COULD GO 
SOMEWHERE ORDINARY 


but... Heads of State don't stay in 
ordinary hotels, nor do Tycoons or 
Celebrities. Ordinary hotels don't inspire 
songsand books, playsand films. 

if you want the right address in London, 
reserve now. Like London itself, The Savoy | 
is always in season - there's nowhere 

quite like it. 


LONDON 


For further. details, contact The Savoy, The Strand, London WC2R ОЕШ. Telephone; (011830 4343, Telex; 24234. A member of The Jeading Hotels of the World 





sation is still rather mysterious. During 
the election campaign the conservatives 
had called for the privatising of two of the 
three state-owned channels. Mr Francois 
Léotard, the new minister of culture and 
communications and a leader of the 
young right-wing liberals, was eager to 
take campaign promises literally. He pro- 
posed privatising Antenne-2, the snappi- 
er rival of TFi, and FR3, a national net- 
work of regional stations. 


The idea of privatising Antenne-2 died 


in the prime minister’s office. As it was 
the most obviously successful of the three 
channels, it would have been particularly 
hard to justify selling it off. Mr Léotard 
argued that privatising FR3 alone would 
look like a craven retreat—and FR3’s 
dowdy image and poor viewing figures 
would have made it unattractive to inves- 
tors. The obvious compromise was ТЕ1. 
| justify the sale, the government points 

о the channel’s often slapdash manage- 
ment and to the deficits it has been piling 
up. Yet it now seems to have got through 
the worst of its management problems, 
and this spring its audience figures again 
overtook those of Antenne-2. 

Like Antenne-2, TF1 spends and makes 
money in a rigged market. On the cost 
side, it is obliged to buy a certain amount 
of programming each year from a state- 
owned production company, which 
charges inflated prices. On the revenue 
side, the channel could probably double 
its earnings from advertising tomorrow if 
the government did not limit the share of 
total state-owned broadcasting revenues 
that can come from advertising. 

This ceiling was set partly to protect 
French newspapers and magazines. How- 
ever, now that their owners have a chance 
to buy stakes in television themselves, 
they are all for decontrolling its advertis- 
ing revenues. Not surprisingly, two of the 
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biggest contenders for TF! are publishing 
groups (see box). 

The row over the privatisation of TF1 
has obscured what may be a more impor- 
tant step, the creation of the CNCL. This 
commission will have nine members, 
serving for non-renewable six-year terms. 
It will take on some old functions, such as 
allocating wave-bands; but it will also 
regulate the ever more cluttered world of 
new communications gadgetry. It will 
tackle, among other things, the troubled 
sphere of satellite broadcasting; cable 
television, in which private operators are 
to be encouraged; and information net- 
works that use telephone lines. 

Some of Mr Léotard’s followers com- 
plain that the CNCL will be too powerful 


EUROPE 


and that the deregulation of broadcasting 
will not go far enough. The commission 
will be able, indeed is required, to inter- 
fere with programming. It must ensure, 
for example, that cultural and religious 
programmes are not neglected. It will also 
limit the number of hours that viewers 
can spend watching non-French films. 
Socialists, on the other hand, fear that 
the CNCL will be too beholden to its 
creators, the conservatives. In theory the 
commission will be non-partisan, but the 
system of appointment means that, for at 
least six years, Mr Chirac’s government 
can have a majority of sympathisers on it. 
Yet the Socialists themselves set a poor 
precedent with privately owned televi- 
sion. During the last months of the Social- 
ist government licences for two new chan- 
nels, La Cinq and TV6, were granted to 
businessmen friendly to the Socialists. 
These channels, instead of providing 
variety, have mainly offered old films and 
rock videos. Now the new government is 
cancelling their licences. It will indemnify 
their owners and offer the concessions to 
other businessmen. They may well be 
supporters of the government, but will 
probably offer just as limited viewing. 


EEC summits 
Another bore? 


FROM OUR BRUSSELS CORRESPONDENT 


When Mrs Margaret Thatcher, the doy- 
enne of the European Community's 
prime ministers, flies to The Hague on 
June 26th for her twentieth EEC summit, 
she will once again find herself under fire. 





Who's big enough to bid 


FROM OUR PARIS CORRESPONDENT 


The front-runner in the contest for con- 
trol of TF1 is the publishing giant, Ha- 
chette, which already owns France's 
most-listened-to radio station, Europe 1. 
Hachette's boss, Mr Jean-Luc Lagar- 
dere, also runs the electronics and aero- 
space company Matra, in which the state 
holds a 51% share. Even in the close- 
knit world of French business, he may 
find it hard to retain all three jobs. 

Since the government is limiting any 
one owner's share to 25% of TFi's total 
capital, Hachette would have to team 
up. The vast building concern run by Mr 
Francis Bouygues, who has a stake in 
television cabling, is a possible partner. 

The newspaper baron, Mr Robert 
Hersant, who owns Le Figaro, would 
love a stake in French broadcasting. A 
conservative member of parliament, 
flanked by nine other members who 
write for his newspapers, Mr Hersant has 
an undeniably loud voice. Yet he may 


not have enough funds to beat off even 
bigger competitors. And Mr Chirac is 
unlikely soon to forgive him for the 
carping in Le Figaro about the new 
government's supposedly slow pace. 
There are plenty of lesser candidates. 
These include Compagnie Luxembour- 
geoise de Télédiffusion (CLT), whose 
hopes of getting a stake in French televi- 
sion have been thwarted by previous 
governments; Moet Hennessy, the 
champagne and cognac maker, which 
owns an 8.2% share in CLT; and Sir 
James Goldsmith, the head of the Ex- 
press group. Mr Jéróme Seydoux, a 
friend of President Mitterrand who will 


soon be the former boss of La Cinq, had 
set aside a war chest of more than FFr2 
billion ($280m) to buy a stake in An- 
tenne-2. How could the CNCL more effec- 
tively rebut suspicions about its political 
independence than by selling Mr Sey- 
doux a share in TF1? 





po cy Бу adding some tougher economic 
Sanctions to the mild measures so far 
taken by the Community against the | 
South African government. 

_ Before South Africa announced its 
state of emergency earlier this month, the 
“summit in The Hague had promised to be 
„one of the dullest on record, except for 
the mildly interesting question of how 
rance would handle its dual representa- 
n by the Socialist president, Mr Fran- 
s Mitterrand, and the conservative 
prime minister, Mr Jacques Chirac. 

"The draft agenda had enjoined EEC 
leaders to consider progress so far (there 
has been none) on last year's programme 
for creating a frontier-free market by 
992 and.to look at the parallel steps 
-towards building a free-movement citi- 
zen's Europe. The ‘heads of government 























“Bob Geldof, Mikhail Gorbachev and 
Gianni: Agnelli. have something in com- 
: all have been awarded honours by 
"European states. Few countries have an 
< honours system as intricate (15 different 
|- types of knighthood alone) and sonorous 
“(the ability: to: put "Lord" or "Sir" be- 
fore one's name) as Britain's. But most 
of Europe is brimming with decorations. 
Europeans have always hankered af- 
‘ter titles—in pre-revolutionary France, 
for example, people.were prepared to 
pay hefty sums for the privilege of having 
them. But aristocratic titles were once a 
' mark of power and privilege. In today's 
Europe, decorations have become far 
more а reward for merit. Europe's hon- 
ours systems have become more 
democratic. 
Aristocratic titles are in any case in 
short supply. The Swiss renounced the 
use of them in 1848 (though a discreet 
“von” can still be found in the middle of 
a few. Swiss names). The Italians are not 
supposed to use theirs either (“The 
“count doesn't count," as one blue-blood- 
гей Italian says); in practice, of course, 
many do. Only in Britain, Belgium and 
Spain does the nobility still have full 
"legal status. 
. Even in countries that still have mon- 
; archies, titles are distributed sparingly, if 
at all (and new peerages are hardly ever 
hereditary). Spain’s King Juan Carlos 
has conferred only four of them in ten 
years, a reserve that stems partly from a 
reaction to General Franco's habit of 
lavishing medals and sinecures on his 
supporters. About 20 new titles— 
knights, barons, viscounts or counts— 
are awarded each year in Belgium. In 
. Holland, although existing titles are still 
recognised, there- have. been по: пем 
elevations to the peerage since the time 


after-effects Ө Ch | 

Since 1975, heads of government have 
dutifully met three times a year—in 
March, June and December. This year 


rotating presidency, decided not to call a 
March meeting. Nobody noticed. And 
despite the seven-month gap since the last 
summit, the Hague agenda is still thin. So 


why hold so many of the things? There is. 


already a move afoot to reduce them to 
two éach year instead of three. 


Some of them are frankly tedious. It. 


took from 1980 to 1984 to come up with a 
fair compromise-on the British contribu- 
tion to the EEC budget. The summits have 
wasted time over such issues as how much 
Luxembourg - (population: 350,000) 
should get, to the nearest ecu, from the 
EEC's regional development fund, or.how 
many tonnes of non-edible fish non-Brit- 


| We're so honoured 


of Queen Wilhelmina. Europe's great 
and good now usually have to make do 
with more humdrum awards. 

Most European countries have a hier- 
archy of decorations that can be given to 
heads of state, politicians, businessmen, 

. Scholars, artists or plain worthy folk. 
France has the Légion d'Honneur, the 
Ordre National du Mérite, and the 
Palmes Académiques (three grades in 
each category), and special awards for 
farmers, sportsmen and exemplary fam- 
ilies. Italy has its Grandi Ufficiali, Com- 
mendatori, and Cavalieri. West Germans 
can aspire to various classes of 
Bundesverdienstkreuz . i 

Swedes miss out (their orders system 
has been abolished), and Finns whọ want 
to display their honours have to go along 
to the national orders office to pay a fee 
for the medal. Churchill, Montgomery 
and Eisenhower were among the holders 


the Dutch, who-hold the Community’s ._ 









ings, at worst i d lay decisions since at 
the slightest hint of disagreement minis- 
ters will defer a decision until the next 
summit. 

But there is аваг Side to EEC sum- 
mitry. In 1969 the summiteers decided to 
let Britain join: the Community. In 1978, 
at the initiative of the then West German 
chancellor, Mr Helmut Schmidt, and the. 
former French president, Mr Valéry Gis- 
card d'Estaing, they agreed to create the 
European Monetary System. Last year, 
they negotiated a modest revision of the 
Rome Treaty. But is all the pomp and 
circumstance now behind them? Lg 














of one of Europe's oldest awards, Den- 
mark's Order of the Elephant, founded 
іп 1462. 

The Russians are not to be outdone... 
They. are as keen on decorations : 
anybody else in Europe—not least be- 
cause awards can bring privileges such as - 
better homes. Mothers with at least ten 
children can get the award of Mother 
Heroine, and there are Glory of Mother- 
hood awards for the slightly less fertile. 
When he died, Brezhnev was four-times 
Hero of the Soviet Union (the country's. 
highest decoration) and held the Order "| 
of Victory, eight Orders of Lenin, two 
Orders of the October Revolution, two 
Orders of the Red Banner, and а num- 
ber of lesser ones. Mr Mikhail Gorba- 
chev is said to be more modest, and also - 
distributes fewer awards to others. 

The European Community has yet to. 
get in on the honours. act. How long will 
it be before the EEC starts conferring an... М 
Order of Integration or, for its farmers, 
an Order of the Grand CAP? 























































UK.Unit Trust Managers of the year. | 


Perpetual's the top performer 

.. Perpetual takes The Observer's 1985 Unit Trust Managers 
of the Year award. A richly deserved award. Its investment 
team - chairman Martyn Arbib, Bob Yerbury, Scott 
McGlashan and Martin Rasch -have been producing 
performance plums well for many years... 


* 1999997 15 Dec 85 


Few stars in the world ranking 
я _ ,.. Perpetual Group Growth Fund now renamed Perpetual 

. International Growth Fund also features consistently among 
T the best performers... P E 
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International Growth Fund 


In the eleven years since launching the 

Group's first unit trust in the United Kingdom, 
Perpetual has earned an enviable 

reputation 

for consistent ternational Growth PUDE 
investment 
Success. iR 
The top à 

authorised 12000 чр 
fund over the 
eleven year 
period to 
I5th April 


1986. The Offshore 


American Fund 


2,747% Е 
ш 


15th Apri 





-investing in stock 
markets o! North America 


The Offshore Growth Fund 


Is an international unit trust based on the same 
immensely successful investment philosophy as 
the U.K. based International Growth Fund. 
Launched on the 23rd January 1983, the Fund To 
invests in a wide spread of leading companies 
from the world’s principal stock markets. 


E SURNAME 
(Mr/Mrs/Miss) 
наг 24rd аата [4 


For more specialist investors:- 
The Offshore Emerging 


u Apni198* 
» | 
today з more exciting companies ы. 


NB. All as м [Sth April 1986. Figures are based on offer price of units and include net reinvested income. Offshore funds are quoted in U.S. Dollars. 
You remember that the price of units can go down as well as up and that past performance is not a guarantee of future success 


Unit Trust Managers of the year 

..Over the year, every single Perpetual Fund has moved into 
the black... Over the last 12 months, the Perpetual Funds have 
produced an average weighted performance of 27.7 percent... 


Semana еман ж MONEY MAGAZINE Dec '85 


Who is best of the biggest unit Managers? 
.. awards for consistency to Perpetual... for achieving a place 
in the top five for all the years shown. (One year, two years, 


three years, four years, five years and ten years.) 
Baily Telegraph 13th July '85 


Please send me details (on the terms of which alone all 


Please tick box 
mig cons Fund О Offshore American Fund 
J Offshore Emerging Companies Fund 


Perpetual Unit Trust Managment (Jersey) 
Limited, PO Box 459, Norwich Union House, 
Church Street, St. Helier, Jersey, 

Channel Islands. 














Companies Fund 





ECON21/6/86 





aunch on Sth Apr 


investing international 
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і applications will be considered) 


hea аад 





ei T à 


"You can depend on Pratt & Whitney. They 
make a reliable, cost-efficient product which 
is state-of-the-art. Our entire fleet is Pratt- 
powered. We've been with them for nearly 60 
years. Their new-generation engines give us 
the low ownership cost we need to compete. 
Whitney is a fi 
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NOBODY'S 


As investment banks race to reorganise, a major new force emerges. 

The NatWest Investment Bank Group. 

Making the connection between the massive strength and commitment of 
the NatWest Group, and the skills and the flair of County Bank, Fieldings 
and County Bisgood. 

Offering you a new, clear, logical structure, which puts together a full range of 
investment banking operations in a way which takes full account of the 
need for close working relationships. 


E 
= 


Bringing you hand-picked teams of some of the ablest people in the industry. 
And yet continuing to maintain the Group's traditional commitment to excel- 
lence, to innovation and to service. 
If you've done business with any part of the Group before now, you'll find 
we're better placed than ever to help you. 
And if you haven't? 
It seems there could hardly be a better time to start. 

© THE NATWEST INVESTMENT BANK GROUP 


County LIMITED County NATWEST CAPITAL MARKETS COUNTY SECURITIES COUNTY PERSONAL FINANCIAL SERVICES COUNTY INVESTMENT MANAGEMENT 
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BRITAIN 





More questions after sanctions 


So far, so mild. Mrs Thatcher's reluctance 
to impose sanctions on South Africa has 
had none of the dire political conse- 
quences which some people had predict- 
ed. The Commonwealth, although mostly 
“urious, has not broken up; the Queen, 
Ithough reportedly alarmed, has spent a 
' tranquil week watching horses at Ascot; 
and the opposition parties, although mad- 
dened by Mrs Thatcher's failure to show 
what Dr David Owen described as “a 
little more genuine moral indignation 
about what is going on in South Africa", 
failed to persuade more than 14 pro- 
sanctions Conservative members of Par- 
liament to abstain in a Commons vote. 
That is a far smaller revolt than the 
government sustained on student grants, 
Westland or Sunday trading. 

In the non-policy she has chosen, the 
prime minister swims with the tide of 
domestic public opinion. According to 
the most recent poll by the Harris Re- 
search Centre, published in the Observer 
newspaper, only half the British believe 
that the government should impose some 
sort of economic sanctions, and the ma- 
jority shrink from almost any specific 

| Ж Thus 64% reject a ban on air flights 








She didn't enjoy their punch line - 
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between South Africa and Britain, the 
government's own preferred minimal ges- 
ture; 68% reject a ban on all sporting 
links; and 59% reject a trade ban. Only 
an end to new investment attracts a small 
majority of support (46%) over disap- 
proval (43%). A massive 70% of Britons 
would not personally boycott South Afri- 
can goods. Nor are the British much 
agitated by threats of individual countries 
to leave the Commonwealth: 59% view 
the prospect with indifference. 

One reason for this muted response 
may be the personal links which many 
Britons, especially in the Thatcher heart- 
land of the skilled working class, feel with 
South Africa. The “kith and kin" feeling 
is stronger than it ever was with Rhode- 
sia. An estimated 2m of South Africa's 
4.6m whites are British by birth or by 
descent, and 800,000 of them have links 
recent enough to claim the right to live in 
Britain. Sympathy for their plight may 
have been tempered by nightly television 
pictures of burly white South African 
police beating up blacks and whites. That 
will now be checked by the ban on 
coverage of unrest. 

Few politicians see much electoral ap- 


peal in anti-apartheid. That is not the- 
main reason for Mrs Thatcher's reluc- 
tance to back sanctions. She shares with 
the leaders of America and West Germa- 
ny a conviction that economic sanctions 
would be.more likely to force the Afrika- 
ners back into the laager than to bring 
apartheid to an end. The argument in the 
government has been over whether token 
British concessions are a price worth 
paying to keep the Commonwealth to- 
gether. Most MPs believe that Britain will 
eventually join in some token action, 
perhaps after the EEC summit in The 
Hague. Even if the token is trivial, few 
think that India or African states will 
really leave the Commonwealth. Black 
southern African countries would be ma- 
terially hurt by tough sanctions anyway. 

Mrs Thatcher's domestic task is now to 
prevent South Africa becoming yet an- 
other issue confirming her reputation for 
what Labours Mr Denis Healey this 
week savagely termed a “chilly indiffer- 
ence to human suffering". Her stance 
against sanctions has been very much her 
own. Her cabinet colleagues have so far 
defended, uncomplaining, each expres- 
sion of their leader's instinct. 

If the cabinet did impose tough sanc- 
tions, it could face a revolt from the right. 
The Tory elder statesman, Mr Julian 
Amery, warned the government that to 
embark on an anti-South African policy 
would be “to divide the nation and, I may 
add, the Tory party". It was Mr Amery 
who homed in on the question beyond 
sanctions: if apartheid were repealed, he 
asked, would the government insist on 
majority rule? The Foreign Office minis- 
ter who replied, Mrs Lynda Chalker, was 
categorical: “With regard to majority 
rule, we cannot support a society that 
does not give a democratic vote to each 
and every one of its people.” Many 
Tories suspect that, in spite of her deep 
dislike of apartheid, Mrs Thatcher's incli- 
nation is closer to that implied by Mr 
Amery than that stated by Mrs Chalker. 


Privatisation 
Misfire 


Privatisation is not the easy fix for public- 
sector borrowing that Mrs Thatcher’s 
government once imagined. On June 17th 
Mr George Younger, the defence secre- 
tary, told the Commons that the mid-July 











BRITAIN 


sale of Royal Ordnance—the state-owned 
armaments maker—had been postponed. 
Add the earlier postponement of the 
British Airways’ sale and some fog over 
the flotation of Thames Water (and per- 
haps other water authorities), and clearly 
all is not well. 

Much of the fault lies with the govern- 
ment’s own confusion. The Treasury’s 
eagerness to maximise proceeds has nev- 
er sat well with the ideological thrust 
towards competition. It was one thing to 
send an Amersham, Britoil or Jaguar to 
compete in the private sector, it is quite 
another—for all the £3.9 billion raised 
from the sale of British Telecom—to 
privatise organisations which are monop- 
olies like the water authorities, or depen- 
dent, like BA, on government patronage. 

Take Royal Ordnance. In a truly com- 
mercial world, private owners would 





Private gains 
1981-85 .. наса 
рапу jet p 5, 
British Aerospace 9 
Cable & Wireless 1,045 
Amersham International 64 
Britoil 1,052 
Associated British Ports 97 
Enterprise Oil 380 
uar 297 
British Telecom 3,916* 
and 1986-88? 

Gas 5,000-6,000 
one. 400-500 
National Company 200 
Royal Ordnance 150-200 
British An X 1,0004 
British тоз uthority 500 
Thames Water 1,0004 
Other water boards 4,000+ 
“Gross proceeds 


hardly tolerate the surplus capacity of its 
16 manufacturing sites and stocks that run 
at a third of turnover. So the govern- 
ment’s initial instinct was to make the 
world less commercial by ensuring that 
Royal Ordnance continued to get 80% of 
its business from the Ministry of Defence 
and by finding a way to subsidise excess 
inventory lest another Falklands war take 
the country by surprise. 

In practice, that meant not allowing 
private-sector Vickers to bid for a £100m 
order for Challenger tanks, so that Royal 
Ordnance could get the work. No wonder 
Vickers’s managing director, Sir David 
Plaistow, has been calling foul. With the 
City already upset by the paucity of 
figures for Royal Ordnance, the possibili- 
ty of an extra row was enough to make Mr 
Younger call a halt—after all, for the sake 
of £150m-200m from Royal Ordnance, 
why damage prospects for £6 billion or 
more from the smooth sale of the British 
Gas Corporation this November? 

Privatising BGC is vital to the chancel- 
lor’s hope of raising £14.5 billion from 
asset-selling in the coming three years— 


60 


and the example of British Telecom, 
floated in November 1984 with 21m share 
applications, shows how to make that 
hope come true. The energy secretary, 
Mr Peter Walker, reckons that with the 
right mix of incentives BGC could go a 
million or more applicants better. The BT 
"price 'em low, hype 'em hard" tactic, 
complete with vouchers to cut quarterly 
bills, will be repeated for BGC's lóm 
household customers, and, for employ- 


Water 


ees, enhanced: each gasman stands io 
receive a minimum £70 of shares free (£75 
for BGC pensioners), with another £2 
worth—also free—for every year of ser- 
vice. Since workers will also be offered 
two more free shares for every one they 
buy themselves (up to a maximum outlay 
of £150), and can buy a further £2,000- 
worth at a 10% discount to the offer 
price, even diehard union opponents of 
privatisation will be tempted. 





Money down the drain 


The water industry, theoretically a mon- 
ey-raiser almost as lucrative as British 
Gas, could yet turn out to be as hard to 
privatise as Mr Nicholas Ridley found BA 
to be, before his elevation from transport 
secretary to the environment. One prob- 
lem is simple lack of time. 

On June 17th, the local government 
union announced legal action to stop the 
preparations for privatisation of Thames 
Water, the biggest and most profitable 
water authority. Meanwhile a bill to con- 
vert the present ten water authorities in 
England and Wales into state-owned 
companies, the first move to flotation, is 
expected in November. It will face oppo- 
sition in the Commons, real risk in the 
Lords. Even royal assent by mid-1987 
would allow flotation, of at least some of 
the new companies, only that autumn— 
perilously close to a general election. 

A mass of detail still has to be settled 
before legislation begins: such as the 
regulation of the new private water au- 
thorities and of their powers to regulate 
other people. The details of flotation and 
the preparation of the first authorities to 





be sold will have to be sorted out while 
the bill is still under way. 

A less obvious pitfall is becoming ap- 
parent from the figuring now being done 
in the City on the possible terms of tht 
flotation. This suggests that water privati 
sation may be a good bargain for the 
Treasury, but that unless it leads to large 
increases in efficiency, it may prove a bad 
one for consumers. 

In outline, the figures are simple. 
There are ten water authorities (nine 
English, one Welsh; Scotland’s water is 
still managed by local authorities). Be- 
tween them, they owe about £5 billion in 
long-term debt, mostly to the govern- 
ment, which costs them about £500m a 
year in interest charges. 

That burden will not vanish with pri- 
vatisation, because the new capital raised 
from investors will go to the Treasury, not 
the new water-service companies them- 
selves. But the new capital—say, £5 bil- 
lion-7 billion—will have to be serviced as 
well. Ultimately, the consumer will pay. 

Of course, the government may, and 
probably will, decide to write off the 
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AGAIN, RECORD RESULTS FROM WEDGWOOD. 
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HE directors of Wedgwood announce 


afurther increase in sales, profit and 


| Profit before taxation was £19.5 

million as against £15.1 million in 
1984/85, an increase of 29%. 

; Earnings per share were 30.6p 

compared with 212p in 1984/85 and 
14.6бр in the year before that. 

As a result of the strengthening 
of sterling against major foreign 
currencies sales at £152 million have 

| progressed more than appears. from the 
‘bald figures. Home market sales increased 
by 13% and sales overseas increased 


> ; There has been an excellent start 

К to the current year and the order book 
remains strong. 

The continuing growth pattern 


“| has encouraged the directors to:recom- 


mend the payment of a final dividend of 
17 pence per share on the share capital 
E as increased by the: rights i issue. This 
ze makes a total of 10 pence for the year 
* compared with 725p last year. 

An outstandingly successful per- 
: formance has substantially increased the 
- group's share of the home market and for 
ће second year running record sales 
"figures were achieved 
; Canada and Japan. 

i The United States company has 


în Australia, 























Б EARNINGS PER SHARE 


P PENCE 39.6 








"DIVIDENDS PER SHARE 

















retained its strong position in what is 
still by far the group's most important 


and most competitive export market. e 


Holland enjoyed a record year and 
Italy and France have progressed 
strongly. 

The prolific manner in which new 
product ranges have been created by our 
design team and introduced in world > 
markets, has played an important part 
in the group's increasing turnover. and 
profitabi lity. 

The capital expenditure pro- 
gramme announced at the time of the 
rights issue is well advanced. and. in 
addition there have .been farther de. 
velopments in combining craftsmanship ? 
with modern technolog gy. Tableware as 
well as giftware is now being fast fired 
with considerable savings in energy an 
other costs. 

The company is full of health and 
vigour. We have a highly motivated and 
skilled workforce, a strong professional 
management team, sound investment int 
our factories and a marketing strength 
at home and overseas which is. without 
parallel in ourindustry. Thedirectorsare 
looking for further improvement in 
trading results in 1086/87. 

Extracts from the Report and 
Accounts for the year lo 20th March 980 
and Ње statement to shareholders bu : 
Sir Arthur Bryan, C hairman. 


228 YEARS OF NEW IDEAS. AND MORE ON THE WAY. — ——— 


Lo you would ikea copy pu of the Annual Report and Accounts, please write to The Secretary, Wedgwood ріс, Barlaston, Stoke-on-Trent, STL2 QES: 











[| Have all the advantages 
| of a bank account in 
| LUXEMBOURG, without 
actually being there. 


To discover the advantages of banking in Luxembourg 
th BCC all you have to do isto simply mail the attached 
upon. We will promptly despatch to you by airmail our 
let containing detailed information about banking 
Luxembourg. - 
The BCC Group has offices in72 countries, its Capital 
_ Funds exceed US$1,200 million and total assets US$17,000 
_ Million. The Head Office and branch of the Bank of Credit 
| &Commerce International S.A., in Luxembourg enable 
yoo to make full use of the unique advantages offered in 
Luxembourg which include:- 


1. Total confidentiality of 
investor's affairs by the laws . 
of Luxembourg. 


cation closing. Smaller amounts attract lower га! 

Minimum: US $25,000 and £10,000 or equivalent in 
currencies. Interest paid gross without tax deduction: Rates: 
for other major currencies available. = ^ ABUS 


Our controlling shareholders are The Royal Bank of Canada 
Group and National Westminster Bank PLC. 


QD RoyWest Trust 


, BAHAMAS CAYMAN ISLE OF MAN 
P.O. Box N-7788 P.O. Box 707 P.O. Box 59 
Nassau, Bahamas Grand Cayman, BWI Douglas, Isle of Man 
Please send me details of your deposit accounts. 
Name: 
Address: 


2. The benefits of being able 
‘to open and operate an 
account in Luxembourg 
without actually going 
there. 


3. investments and deposits 
-* omade by non-residents 
are totally tax-free 
and there is no with- 
holding tax on interest 
г Or dividends. 


| 4:Luxembourg isa stable, 
prosperous financial 
centre inthe heart of 
European Economic 
Community. 


- . Май this coupon for your FREE 
copy ot "International and. и 
Personal Banking in Luxembourg" to я 


| BANK OF CREDIT AND COMMERCE 
- INTERNATIONAL S.A. ДЕЕР noyat Po вох 4e 


Name. 
Address... 








Phone |... 
T EC216 |. 


om ek оо ода ано бан өч чн ек эш а жөк eh ван эө 
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Fish Porters 
need 
Mercedes. 


So do cold stores, factories, hotels and. 
hospitals, communications and defence. 
installations throughout the world. 
Wherever an absolutely 
reliable supply of electricity is 
essential people insist on 
^ Mercedes-Benz diesels to run 
| their generators. For base-load 
“and stand-by sets. 
They're compact. | 
Outstandingly fuel efficient: 
“Incredibly quiet. Able to accept 
full load 5 seconds from starting. 
Work even when it's -20°C or mid- 
summer in the Tropics: : 
You can rely on a choice of 20 
models to provide the power you 
need. From 30kVA to 400kVAÀ. - 


For fulldetails,simply |. 
write or phone: С и 
Mercedes-Benz (United 


Т 





| What price a new index? 


-Inthe year to 


-rate since 1968. 


|^. How well the retail price index measures 


inflation is not just.a matter of academic 
‘interest. The RPI is the basis of a wide 
стапре of pricing decisions from wage 
negotiations, through the. uprating of 
security benefits and pensions, to 
the indexation of financial assets. It 
affects government spending: if the rate 
- of inflation is overstated by one percent- 
ge point, that part of state spending 
statutorily linked to the RPI will be more 
than £500m a year higher than it would 
otherwise have been; public-sector wage 
settlements will tend to be higher too. 
„Тһе RPI tries to measure the average 
char “the prices of goods and ser- 
‹ e buy. In fact it is not really a 
"' price index at all: it includes not 
yds bought from shops, but also 
like owner-occupiers' mortgage 
"interest payments, rents, rates and 
electricity. 
2777 dt was the inclusion of mortgage inter- 
1. est. which prompted the government, in 
September 1984, to reconvene the Retail 
Price | Index Advisory Committee 
(RPIAC). This is effectively the RPI's 
guardian angel; it represents employers, 
rade unions, the retail trade, academe 
and the government. 
- The treatment of the costs of owner 
Occupation has long been one of the 
most controversial. components. оѓ е 


<| index. At present, the index recognises 


these costs in three separate ways: it 
includes mortgage interest rates net of 
income-tax relief; house prices, to the 
extent that they affect the total level of 
mortgage debt outstanding; and other 
Ousing. costs, such as repair and 
maintenance. 
The Treasury would like to remove 
, mortgage payments from the index. The 
Says, is that the cost of borrow- 
uy a house is quite different from 
of other goods and services. 


erto) appreciating asset, rather than a 


rt of the cost of living. 


The Treasury also dislikes the way that 


the inclusion of mortgage rates makes it 

look as though inflation gets worse each 

> monetary policy is tightened by 

ing interest rates. Similarly, a reduc- 

come-tax rates appears to cause 

ation, because the value of tax 

on. mortgage-interest payments 
declines. s 

In recent years, swings in the mort- 

: gage rate have played havoc with the RPI. 

-Mortgage-interest payments at present 

have a-weight of 5.4% in the index, so a 

one percentage-point rise in interest 

tes. will increase the index by about 


; Britain's retail price index rose by only 2.8%—the lowest 
ut how accurate is the official thermometer of inflation? 


4%. During the three years to 1985, the 
inflation rate yo-yoed between 34% and 
7%. Strip out mortgage-interest pay- 
ments, and that shrinks to a steady 4-5% 
(see chart). 

The cost of home ownership cannot 
simply be dropped from the index, how- 
ever. Of the big five economies, only 


Britain includes the mortgage rate in its ` 


cost-of-living index. America, Japan and 
West Germany all use the “rental-equiv- 


alent” approach. That involves measur- 


Retail price index 
% increase on previous year 


Total index 


Excluding mortgage 
interest payments 


1983 84 B5 
Sources: Department ot Employment; HM Treasury 


86 latest 


ing the rental income forgone by living in 
a house rather than letting it. This was 
the method Britain used:until the RPIAC 
recommended a switch to mortgage-in- 
terest payments in 1975. The. trouble 
with it.is that in Britain rents are so 
distorted by government controls that 
they are useless as a measure of the 
“shelter value" of owner-occupied 
houses. 

An alternative is the ‘‘user-cost” ap- 
proach. This takes account of mortgage- 
interest. rates, but also-of the capital 
gains or losses on the house, of interest 
forgone on the part of the house which is 
owned outright and of physical deprecia- 
tion. The Institute for Fiscal Studies has 
recalculated the RPI to take account of 
capital gains. It can make a big differ- 
ence: in the two years 1978 and 1979, 
when house prices rose by 50%, the 
official retail price index rose by 2396; 
this figure falls to 18% if capital gains are 
taken into account. However, estimates 


% increase over 12 months 


end year 
1979 


1986 (May) 





' Other 84% ——— ——— 


of the full “user cost" would at best be 
guesses, as none of its other components 
has a hard cash equivalent. 

Now the Treasury has lost its battle. © 
with the RPIAC to get mortgage payments 
stripped out of the RPI. It was fought off 
by strong opposition from trade unions: 
and consumer groups, who argued that = 
all the alternatives are flawed, and who. 
were suspicious of any tinkering with 
official statistics. n 

. The. government cannot win: On the. 
one hand ће RPI is frequently dismissed 
as misleading; on the other, attempts 
change it produce accusations of fiddling 


Weights,1986 : 
Housing 15-355 of which: 
7" OWNEE = OCCUDIOTS® 
mortgage interest 

ý payments 


Асоһо!8-:2%-—————— 
Tobacco 4-096 — i 
Clothing& 

footwear 7-5?6 ^ 
Durable 

household 

goods 6:396 


Fuel & light 
6-2% 
Services 5'8% 
Meals bought 
& consumed 


outside the 


home 4-4% — | | 
L—— Transport 15-7% 


the figures. A compromise solution 
might be to follow the example of the’. 
United States. For the two years before 
America switched from using mortgage- 
interest payments to "equivalent rent" in... 
1983, the government published the two 
indices side by side. 

Previous attempts to change the index _ 
suggest two morals: first, pick a measure 
the public can understand; and second, if 
you want to be believed, pick one mea- 


sure and stick with it. Remember the tax 


and price index which the Treasury in- 
vented in 1979? No? That is because it 
broke both rules. It is meant to measure 
the rise in gross wages needed to keep up 
with changes in taxes as well as prices. 
The RP! includes indirect taxes, such as 
VAT and rates, but excludes income tax. 
So when the government financed à cut 
in income tax іп 1979 by raising the VAT. 
rate, inflation as measured by the RPI 
appeared to shoot skyhigh. 

The TPi—which is unaffected by a 
switch between different sorts of taxes— 
was meant to show that pay packets were 
not being eroded as quickly as the RPI 
suggested—and thereby encourage low- 
er pay claims. However, when, in 1981, 
the TPI started to rise faster than the ЕРИ 
was quickly pushed into obscurity. Now 
it is lagging behind the RPi—it rose by 
only 0.9% in the year to May—the 
government is wistfully eager to revive 
it. 








money owed to itself. But that would 


_ provide only partial relief, because, right- 
ly, it could then expect investors to pay 
- more for the new companies. 
This is a hurdle facing апу privatisa- 
; tion: the government, broadly, does not 
, expect dividends from its "equity" hold- 
tangs, outside investors до. The special 
problem for the water industry is that it is 
| а mature, low-growth business. So its 
| equity. offers no splendid prospect of 
earnings and dividend growth, and there- 
fore will have to offer an attractive yield 
from the start; something like the 9-10% 
obtainable on gilt-edged stock. 

‘There is another reason for a high 
yield: political risk. The Labour party 
says it would renationalise “as a matter of 
priority", on unspecified terms. And the 
_ threat is taken more seriously in the City 
_ than similar ones about, say, British Tele- 
' com: water is a truly basic need; supply is 
га monopoly; and, even if the shares were 
| widely . spread, . privatisation—probably 
not even of the whole industry—cannot 

have time to become accepted as a fact of 
life before the next general election. 
Renationalisation would not mean confis- 
cation: investors might be offered their 
money back. But that is all the more 
reason, in City eyes, for thinking of the 
¿stock as akin to a redeemable gilt. 

So, on top of servicing what is left of 
their debt, the new companies might have 
to find another £500m a year for divi- 
dends. That would be a huge burden, 
about one-fifth of their present turnover. 
(а contrast, suppose the government 
Were to raise £5 billion selling off ‘‘Brit- 
| whizz Supergrowth", with a promised 

yield of just 2%; the new company would 
; need only £100m a year to reward share- 

holders, and indeed could later issue 
further shares to replace all its costly debt 
«with low-cost equity.) 

Schroders, the merchant bank advising 
the government, may find ingenious ways 
_ of floating the new stock at lower yields. 
_ But, if it fails, must private mean dearer, 
' not cheaper? Certainly not, says Mr 
Roy Watts, chairman of Thames Water, 
and the most eager candidate for 
. privatisation. 

5; In his particular case, he has a sound 
.point. The government, determined to 
make water authorities provide more 
money of their own for capital invest- 
ment, has forced Thames to push up its 
"charges so fast that it no longer draws on 
< Whitehall capital but is repaying debt 
- hand over fist. In 1984-85 it paid govern- 
ment back £30m; іп 1985-86 around 
£70m, well over target; this year's target 
is £85m; and Thames could be free of 
г debt by 1989. In sum, says Mr Watts, the 
government is taking more out of his 
_ business than private owners would de- 
mand, so—even disregarding any other 











change this. “Foreign Languages in 


gains—privatisation must thus save con- 


sumers money. . 
Maybe. But the comparison is valid 

only as long as the Treasury is in rapa- 

cious mood. Labour politicians claim 


that, in their benign care, water charges. 


would not soar as they have under Con- 
servative state-ownership. In any case, 
Mr Watt's argument does not apply to the 
industry as a whole: overall, it is not 
repaying Whitehall but borrowing from 
it—a planned £200m in 1986-87, though 
about half of that will go to reduce its 
private-sector debt. 

There is another hope for consumers. 
After years of ramming the monopoly 
price of state water up well ahead of 
prices generally, the government's plans 
for controlling the new private monopo- 
lies include a formula for price rises: 
inflation minus X% (plus, perhaps, Y% 
for special oddities like higher EEC pollu- 
tion standards). So new owners will have 
to get their dividends from higher effi- 
ciency, not higher charges. 

The trouble there is that efficiency has 
already risen a lot. From a peak of 63,000 
employees in 1979, staffing fell to 51,000 
by last September. More could be shed. 
New technology will help. For instance, 
Britain's legacy of Victorian sewers has 
come to look a bit less threatening as new 
ways of relining or repairing them are 
developed. Privatisation will probably 
mean meters. They would cut consump- 
tion and so save investment in new reser- 
voirs and mains. Although they are costly 
to install, they would be cheap to run; 
unlike today's meters, they will be read 
by electronics, not men with notebooks. 
That said, sharp increases in productivity 
seem unlikely. 

A little could be saved, as the green 
lobby fears and the government promises 
will not happen, by cutting various envi- 
ronmental services. Very little, though: 
the total spending is only 3% of operating 
costs. New sources of revenue—like the 
consultancy, consumer services and wa- 
ter-sports that Thames is eager to devel- 
op—will remain fairly marginal. For most 
of the new companies, the biggest avail- 
able saving will come from tight control of 
the £1 billion-odd of capital. spending, 
now so largely self-financed. Today's div- 
idend may be tomorrow's leaky sewer. 


Language teaching 
S'il vous pay 


The government is worried by what every 
foreigner knows—that the only language 
spoken by most Britons abroad is louder 
English. The Department of Education 
and Science has just drafted a plan to 


in, the, 


School Curriculum" recommends that lo- 


cal education authorities should develop 
policies to get more children to learn 
more languages. 

Language teachers welcome the gov-: 
ernment's interest, while hoping that the 
final policy will be more explicit on how 
these goals are to be measured and fi- 





nanced. But their big problem is to per- 
suade British children that learning lan- 
guages is a good thing when so many 
other people speak English. 

Language teaching has not been really 
successful in British schools. since. the 


Tudors. Grammar-school children then. 


were fluent in Latin because they had to > 
speak it all the time. The statutes of 
Oundle school, in 1556, required boys to 
speak in Latin “as well in. school as 
coming to and going from the same”. 
Since then, language-teaching has been 
more concerned with the structure of 
languages than with a learner's need to 
use them to tell people things: 

Language teachers compare planting 
foreign speech patterns in a mind full of 
mother-tongue messages to gardening in 
a gale. Gale-gardening tools have im- 
proved— witness the language-laboratory 
boom in the 19705 and the use of authen- 
tic materials (Spanish. newpapers instead 


of Spanish textbooks) today. But al- 4 


though in most British secondary schools, 


children must learn a language for their : 


first three years, by their fifth year oniy 
35% have kept it up. Most are girls: in 
1984-85, only 39% of children taking the 
16-plus exams in French were male. 

Language teaching in Britain seems to 
be at least as good as elsewhere in Eu- 
rope. The trouble is, the more you need a 
foreign language, the more уой аге pre- 
pared to. work at it. Young Danes spend 
five һош а week at secondary school on 
each language they study. Swedes have 
compulsory language teaching at primary 
school. In many British local education 
authorities, no foreign languages are 
taught till secondary school. 

British businessmen are coming round 
to the view that English is not enough. At 
least-seven surveys between 1974 and 
1985 asked them whether their export 
performance correlated with competence 


in the language of the area their firm 
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exported to.'It does. Newcastle Polytech- 
nic’s recent survey of 241 companies in 
the north-east and Cumbria found 54% 
which thought they would have done 
better if they had spoken the lingo. (And 
44% of those felt their lack of Arabic, 
Japanese, Chinese and Russian in partic- 


ular. Gone are the days when French and 
German would do.) 

Businessmen may have a hard time 
persuading their sons to take up, say, 
Japanese. Boys have been particularly 
wary of languages since state-funded 
schools went co-ed in the 1960s and 


Speedway to euphoria 


Britain has not 
Amphetam 


In 1983 the use of cocaine in Britain 
started to spread. The drug broadened 
its appeal and was no longer limited to 
entertainers, the young rich and a few 
City folk trying to emulate Wall Street 
cousins. But the number of users in 
Britain is still thought to be tiny com- 
pared with America, where some 30m 


Um ui 


She might prefer to smoke it 


ople (12% of the population) are be- 
ieved to have tried cocaine and 6m 
people to be regular users. It is hard to 
tell exactly how many Britons use coke. 
Seizures and arrests are rising. But ad- 
dicts are not registered and users rarely 
contact help agencies. There is no treat- 
ment to be had, and no advice—except 
“stop using it”. 

Distribution of the drug in Britain is 
still fairly amateurish. Many distributors 
do just enough business to support their 
own habit (unlike heroin dealers, who do 
not take their own medicine). The de- 
mand for illegal drugs is often deter- 
mined by supply. It is the barrier of the 
Atlantic ocean which has so far protect- 
ed Britain and the rest of Western Eu- 
rope from an American-sized cocaine 
problem. The main producing: coun- 
tries—Bolivia and Colombia—are in 
America's backyard. 

Those producers are now looking for 
new markets. America, which snorts 


t had its cocaine boom. It may be due for one. 
ines—‘‘speed”—could open a path for it 


about half the world's cocaine, may be 
nearing saturation. There is a sort of 
cocaine mountain there. So more of the 
stuff is finding its way to Europe: last 
year, for the first time since the war, 
seizures of cocaine in West Germany, 
Spain and Luxembourg exceeded sei- 
zures of heroin. In Britain last year, 
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customs men found 88 kilos of cocaine, 
150% more than in 1984. Cocaine is now 
travelling to Europe not just by courier, 
but by freight (mainly via Holland, per- 
haps in loads of 30-40 kilos). 

Before they can crank up their opera- 
tions in Britain, the producers want to 
find distributors they can trust. That 
often means family members. The big 
Colombian and Bolivian smugglers like 
to have relations to distribute the co- 
caine rather than trust local crime rings. 
The number of Colombians legally in 
Britain is growing steadily (the Colombi- 
an embassy thinks they now total be- 
tween 10,000 and 15,000). Many more 
may have come illegally. 

The would-be big distributors of co- 
caine are looking to the users of illegal 
stimulants (mainly amphetamine sul- 
phate) to provide their market in Brit- 
ain. Unlike heroin and cocaine, much 
"speed" is home-produced. The use of 
speed—mainly to extend and enhance an 


1970s. At least until the age of 15, the 
average girl is much better at verbal skills 
than her brother. If boys dislike learning 
languages because they don't want to 
look silly in front of girls, are they likely 
to persevere with them for the sake of the 
trade balance in the twenty-first century? 


enjoyable evening, perhaps at a disco— 
spread out of the conurbations in the 
early 1980s. 

The number of seizures of amphet- 
amines quadrupled between 1980 and 
1984, and the quantity found increased 
tenfold to 59 kilos. Arrests for amphet- 
amine offences went up by 58% in Lon- 
don in 1985 without, say the Metropoli- 
tan Police, any more resources being 
devoted to catchin prete Accord- 
ing to the Central rug Squad, an O- 
level chemist could make £50,000-worth 
of speed rebns None number 
and size of these highly. table speed 
"factories" is growing. This March, 22 
kilos of speed were found in one raid in 
South London. 

At £12-14 a gramme, speed is about 
one fifth the price of cocaine and its 
effect lasts longer. Some blind clinical 
trials have suggested that it is impossible 
to distinguish speed from cocaine, 
though snorters claim that cocaine pro- 
vides a "cleaner" and more relaxed eu- 
phoria. The commonest problem for a 
cocaine user is to run out of money. 

Another problem for heavy cocaine 
users is damage to the nose, but a new 
American form of the drug avoids that. 
"Crack"—smokeable pellets of the pur- 
est cocaine—is now the fastest-growing 
illegal drug in America. A dose (which 
can be had for $5) can be bought in at 
least 25 states and the drug is thought to 
have gained 1m new users in the past six 
months. Half the users are young blacks; 
the others are spread evenly right across 
all social groups. 

Crack has a rapid and dramatic effect, 
quickly turbocharging the nervous sys- 
tem. It is easily passed around and could 
go down well with Britain's young speed- 
ers. Less of a relaxed dinner-party drug, 
it may overcome the inverted snobbery 
which keeps some less-affluent amphet- 
amine-users off powdered cocaine, with 
its "champagne" drug reputation. Crack 
is no languid pleasure: it quickly induces 
a violent craving for more. 

Not every drug fad crosses the Atlan- 
tic. So-called “Angel Dust” (an halluci- 
nogenic tranquilliser) and the designer 
drugs (copies of illegal substances with a 
slightly altered molecular structure to 
make them legal) have not made it yet. 
Researchers at the drug indicators pro- 
ject at Birkbeck College in London think 
the reason is that Britons are conserva- 
tive about their paths to euphoria. 

But the police are watching cocaine 
carefully. They do not want a repeat of 
the heroin boom in the late 1970s, which 
took nearly everyone by surprise. 
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Who is supporting the 
Congress — 


The Congress has the official 
approval of Chinese Premier Zhao 
Ziyang, 
Vice Premier Li Peng attended the 
historic signing ceremony between 
South Magazine and the China 
National Advertising Association 
for Foreign Economic Relations 
and Trade which was featured 
prominently on Chinese television. 
The Ministry of Foreign Economic 
Relations and Trade along with 
260 advertising corporations and 
the Chinese media are all lending 

_ their full support. 


In addition to the Chinese Leaders 
and representatives of the relevant 
. MinistriesandState Corporations, a 
< host of world famous personalities 
"have agreed to contribute to an 
“information packed schedule of 
^. presentations and working 
t. seminars. . 


Why it is being held in 
China 


_ China offers 1.2 billion consumers 


~ more than America and Europe 
combined. 

China probably has the fastest 
growing advertising industry in 
the world = Domestic advertising 
increased by 50% per annum 
during each of the last five years - 
Export advertising increased by 
86% in 1984 alone. 

Chinas media scene, with 1300 
newspapers, 3000 periodicals, 167 
radio stations, 104 television 
stations and more than 260 
advertising corporations, is one of 
the most dynamic in the world. 
Chinas imports rose by 38% in 
1984 alone to US 525 billion and 
the current Five Year Plan calls for 
major purchases of foreign 
products and technology together 
with a substantial export drive of 
manufactured products. China ~ 
probably the worlds most exciting 
market place. 


BEIJING '87 


(Peking, 16-20 June 1987) 


Why itis a inique : 
business opportun 


Every morning, a talk 

by foreigners who re : 

as well as heads of C linese 
Ministries and Buying 
Corporations on "How to do . 
Business in China” 

A special contact form system will 
operate to enable delegates to get 
together to develop bust ess 
opportunities. . i 

There will be separate: working. 
sessions on Sino-European, Sino- 
North American, Sino-Japane 
Sino-African, Sino-Latin American, 
Sino-Middle Eastern, Sino- 
Australasian trade and two way ^ 
marketing opportunities. foe 
The Congress will incorporate an 
exhibition for the advertising 
marketing, media and communi- 
cation industries, numerous . 
sponsorship opportunities, a film 
festival for the best non-Chinese 
documentary onagiven industry 
anda sompen for the three : 

best examples of C hinese export 
advertisements. ` ve 


For further information please cóitplete the coupon and postto the address below stating your interest as а delegate, Sponsor OF exhibitor 
Jim Fleury, Beijing 87 - Third World Advertising Congress, South Publications (UK) Ltd, 13th Floor, New Zeal and House: 80 The Haymarket, 
London SW1Y 4TS. Tel: 01-930 8411 or 01-839 9309. Telex: 881 4201 TRIMED С. 
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Britain and West Germany blocked 
proposals for economic sanctions 
by the ЕЕС against South Africa. 
itain and America did the same at 
IN. In South Africa millions of 
ck mere stayed at home on 


Jesus Sliva Herzog quit as finance 


| immediately replaced by Gustavo: 


The Fed ruled that County Bank, 
NatWest's merchant bank, can sell 
securities as well as be a bank in 


; E" 


| The American senate voted to 
the tax-overhaul bill and 
ax on foreigners who sell 


South Korea, whose economy has 
been boosted by cheaper oil, turned 
down a $500m loan it had arranged 
with western and Japanese banks. 


Corazon Aquino announced a 
bold economic plan for the 
Philippines: higher agricultural 
production; freer trade; and slower 
debt repayments. 


America's FDA said а drug which its 
maker says can cure baldness is 
not what it is cracked up to be. 


Eurotunnel, aiming to tunnel from 
Britain to France, plans to raise 
£200m next month through a private 
placement of shares, mostly with 
British and French institutions. 


The carr said it was worried by the 
proposed agreement to control the 
flow of semiconductors between 

Japan and America, which produce 


more than 9096 of the world's supply. 


Allied Stores is paying $150m-175m. 
for ten of BA T's Gimbels берет 
stores, excluding its two Manhattan ` 
stores. 


Britain's government surprisingly. 
referred to the monopolies 
commission the purchase by 
21% stake in European Fe 


Coca Cola agreed to buy t 
bottling operations of Beat 
Companies for $1 billion. 


Creditanstalt, Austria's 
bank, said it will raise its. capital by 
$1.3 billion over the next: ten 


New Zealand's dairy board fears _ 
that sales of dairy products will fall b 
44% this year. 


Michael Bruno was made governor of 
the Bank of Israel. ШЕ 


Volkswagen, the new owner of - 
Spain's SEAT car firm, said SEAT may 
invest $3 billion over the next — 
decade. By 1990, Volkswagen 
expects its share of the European 
small-car market to double to 1296. 


Italy's cabinet has approved 


legislation that would ban smoking | 
in most public places. Eod 


Economic and financial indicators. 


are on pages 109-110. 
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telephone firm but competition from Mercury begins this 
+58 Arthur Bell contributed £21 Am отлу ore ойи he Bah 
drinks group; its acquisition of Distillers is yet to show up. : 
-1 Japan's biggest trading house expects net profits to fall slighty 
for the current ye 
+12 The > Bolgian sas oad airline is set to be sold into private 
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ed for most of the rise jn profite 


`` Y Apr 30 +4 The Japane: aparese motorcycle maker, the word's second Бен, 
Ap suffered from the high yen. 


Y Mar 31 -1 

























: Al these securities having been sold, this à 





uncement appears as a matter of record only. 





+ 





[NN DLE DE NAAR RM 


3 





DECR PI 
T 


REX XY NA E Pu WES 


п 








Investors in Industry International B.V. : 


Issue of up to 
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£100, 000, 000 10 per cent. Guaranteed Notes 1993 


unconditionally and [rod guaranteed by 


Investors і in Industry Group ріс. 


э 


of which £60,000,000 has been issued as the Initial Tranche 
at an Issue Price of 100% per cent. 





S. G. Warburg & Co. Ltd. 





me Banque Paribas Capital Markets Limited Barclays Merchant Bank Limited 


County Bank Limited - IBJ International Limited 
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Loss of business confidence is 
a sanction on South Africa 


South Africa’s finance minister, Mr Bar- 
end du Plessis, thinks he can raise South 
Africa’s growth rate to 3% this year by 
pumping R1.2 billion ($510m) into the 
flagging economy. He is hoping that con- 
ventional Keynesianism can help plug the 
nfidence that is draining out of South 
. Africa. He will probably be disappointed. 
Loss of confidence is already acting as an 
informal sanction against South Africa by 
international business. 

The most direct indicator of disinvest- 
ment in South Africa is the financial rand, 
the restricted form of the currency used 
for exporting capital. Since February, it 
has fallen by over 35%. And this does not 
take into account money leaving South 
Africa via the stronger commercial 
rand—an activity which is illegal but now 
rife. Businessmen are transferring funds 
out of the country by over-invoicing im- 
ports and under-invoicing exports, and by 
accelerating dividend payments overseas. 

Since January 1985, 55 American firms 
which employ people in South Africa have 
left the country—17 of those have left this 
year. In 1984, says the Washington-based 
Investor Responsibility Research Centre, 

nly seven companies quit. In its report on 
К: South African economy, a worried IMF 
mission is likely to use far fewer euphe- 
misms like “labour market rigidities” for 


South Africa’s main trading partners 


JOHANNESBURG AND LONDON 


apartheid. South African finance and eco- 
nomics ministry officials are trying to 
persuade anybody who will listen that 
fundamental political change is no more 
than four or five years away, but they ran 
true to old form when they effectively 


blocked efforts by the IMF mission to meet ' 


black trade union leaders. 

The state of the property market is a 
measure of the nervousness, and of the 
economic fortunes, of the white middle 
classes. Mr Bernard O'Riain, a Johannes- 
burg-based estate agent, says prices of 
properties at the top end of the market 
have fallen by 20% in the past 15 months. 
He thinks that around 10% of the sales on 
his books are from people wanting to 
leave the country, and that around 30% 
are from people with financial problems 
who need to raise cash. 

In a pleasant Johannesburg suburb, a 
four-bedroom house with land and a 
swimming pool will fetch around 
R160,000-200,000. Convert this to 
£29,000 or $43,000 at the financial-rand 
rate, and it will not buy a one-bedroom 
flat in central London or Manhattan. Low 
property prices and a cheap rand are 
keeping the white migration rate well 
below 1976 levels. White workers with 
skills required overseas are in the best 
position to move. Mine engineers who 


Exports to: average Imports from: 
as % of total annual as % of total annual 
exports * change imports * change 
1984  1985est 1980-85 1984 1985 еї 1980-85 
US 84 8.9 - 7.0 W. Germany 15.7 16.8 - 61 
Japan 77 8.3 - 25 US 15.9 12.7 -12.1 
Britain 43 6.1 -10.7 Britain 11.1 12.3 —10.6 
Italy 2.5 42 +75 Japan 12.9 10.1 - 88 
W. Germany 3.9 4.0 - 83 France 3.8 4.6 - 13 
Holland 24 3.2 +11.3 Italy 3.5 3.3 - 98 
Switzerland 6.8 3.2 —19.7 Switzerland 1.8 2.1 - 63 
France 22 2.0 -87 Holland 1.8 2.0 - 3.6 
Hong 1.8 18 +01 Belgium 1.6 18 —<—@% 
Belgium KI 17 - 7.0 Australia 1.3 1.2 - 11 
Spain 0.6 0.9 *49 Sweden 14 1.2 - B4 
Israel 0.7 0.9 * 6.5 Canada 1.1 1.0 - 9.5 
Canada 0.7 0.7 -15.3 Spain 0.8 0.8 - 13 
Australia 0.7 0.6 - 07 Argentina 0.8 0.8 +37.6 
Denmark 0.6 0.6 - 07 № 0.7 0.8 =- 72 
Special categories* 46.6 45.8 - 9.1 Special categoriest 14.7 15.7 —20.7 
Source: IMF Direction of Trade Statistics. “mainly gold. tmainly oil and armaments. 
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could easily pick up work in Australia or 
Latin America talk of little but the possi- 
bility of departure. 

On the broader economic level, this 
lack of confidence has caused the South 
African economy to be increasingly re- 
source-based. A low rand has meant 
exceptional rand returns for the mining 
giants which sell gold and other minerals 
abroad. Last year, mining firms account- 
ed for close to 80% of the country's total 
exports. They paid R3.4 billion in taxes. 

In theory, the rand should also have 
made other South African exports more 
competitive overseas and so, with lower 
domestic interest rates, stimulated invest- 
ment in producing goods for export. In 
practice, the nervousness created by sanc- 
tion threats and by fears of higher infla- 
tion and higher interest rates has deterred 
business from doing this. 

At first glance, such concentrated ex- 
ports imply that trade sanctions could be 
effective against South Africa. On second 
sight, though, the practical problems to 
be overcome in implementing such sanc- 
tions loom large. America, Britain, West 
Germany and Japan are South Africa's 
leading trading partners (see table), and 
their governments are keen on business as 
usual as long as possible. Their combined 
imports from South Africa were worth 
around $4.5 billion last year. But their 





The discount for disorder 


The small secondary market in South 
African loans is growing, and the dis- 
count on the face value of the loans sold 
is rising. Some bankers say the current 
discount is around 15-2076, or about the 

| same as for Romania; others put it closer 
ore like Brazil's. Either figure 


months ago ‘when the country shocked 
creditors by declaring a moratorium on 
» principal repayments on $14 billion of its 
$24 billion of external debt. Bankers 


г. South African debt 


1980 B 82 83 84 
* Coverage of banks and loans varies slightly between countries 
Епа June 11984 4August Stet 
о Sources: South African Reserve Bank; central banks 


"exports to. South Africa were greater still, 
гає close to $5.4 billion. This is one reason 
why the West German and British gov- 
"ernments have sought to thwart EEC at- 

tempts at sanctions, апа why the United 
: States and Britain this week again vetoed 

attempts by the UN Security Council to 
impose sanctions. 
з Опе way to hit South Africa where it 
would really hurt would be in the gold 
"market. Last year gold accounted for 
nearly half of South Africa's export earn- 
ings and gold companies are now cashing 
in on record high rand prices. The coun- 
try sends most of this, probably more 
“than 90%, through Switzerland. Customs 
Statistics show that last year the United 
States imported directly only 1,577 
ounces‘of gold from South Africa, which 
“exported over 20m ounces in total. To 
"stop South Africa from getting its gold 
revenues, Switzerland would have to co- 
operate. 

«ОҢ 15 the most strategically significant 
of South Africa's imports. The current 
г partial oil-embargo against it is ineffec- 
“itive, In the. first. quarter of this year it 
even replenished its large strategic oil 
stock. If better enforcement increased the 
cost of oil to South Africa, the country 
vould probably expand its expensive Sa- 
sol oil-from-coal operations. At present, 
around’ 40%: of ошен oil needs. are 


then were talking of swapping the stuff at 
about 9096 of its face value. 

Only a few million dollars-worth of 
South African debt has been swapped so 
far, mostly between banks in Europe. 
Many bankers expect the market to grow 
if South Africa succeeds in maintaining a 
semblance of internal order. There is no 
shortage of potential sellers, especially in 
America and Britain, where public opin- 
ion is fast making South African assets 
uncomfortable to hold. The problem is 
finding buyers willing to pay a decent 
price. 

Mr Victor Segal, who specialises in 
debt swaps at Singer & Friedlander, a 
British merchant bank which claims to 
have pioneered the concept, reckons 
that swapping South African debt will 
remain far more sporadic than, for in- 
stance, swapping Brazil's. There is less 
ot it around, and South Africa has not set 
up the kind of programmes which in 
Brazil and Chile let creditors do more 
things with their. loans—for example, 
cofivert them into domestic equity. 

Two other things are likely to keep the 
lid on South African debt swaps. The 
South African. government, uneasy 
enough in the role of a delinquent debt- 
or, is unlikely to want to buy up its own 
debts at a discount as third-world bor- 


believed to be met in this way. A more 
exact figure is unobtainable because 
South African businessmen release that 
sort of information only on pain of 
imprisonment. 


Platinum 


At the punters' 
pleasure 


South Africa provides the non-commu- 
nist world with over 80% of its platinum. 
So speculators, most of them American, 
have plunged in and out of the metal in 
recent weeks as its price has soared or 
plunged according to people’s guesses 
about whether trade may be interrupted 
with South Africa. Platinum peaked at 
$450 an ounce on June 12th, before 
falling back. As recently as February, its 
price was less than $350. 

The immediate outlook for the plati- 
num market depends on whether specula- 
tors desert it now the anniversary of the 
Soweto uprising has passed. Analysts say 
that without the speculators’ money 
prices could drift down in the second half 
of the year because American car sales 
are not going well. Motor manufacturers 


7 rowers аге doing. And some 


ир bank 
creditors, which cannot expect to make —. 


much of a dent in their South. African 


portfolios through sales and swaps апу- 
way, are uneasy. Can they prudently. 
continue to carry the rest of their (un- 
sold) debts at full value after ‘selling a 
chunk at a discount? 

Big creditors include’ Britain’s Stan- 
dard Chartered, which has declared 
£831m ($1.2 billion) of loans to. South 
Africa (£637m of it through its South 
African banking affiliate, Stanbic); Bar- 
clays Bank, with a declared £766m, 
£538m of it from its South Africa affiliate 
Barnat; Citibank, with disclosed loans of 
$700m; Chase Manhattan, with loans 
estimated at $370m; and Morgan 'Guar- 
anty; at around $270m. 

For every Bank of America or Bar- 
clays which has pledged an end to lend- 
ing to South Africa until apartheid is 
dismantled, there are other investors 
(especially in Switzerland and West Ger- 
many) more interested іп price than 
politics. South Africa's 260-plus bank 
creditors had the chance, under the debt- 
standstill agreement negotiated this 
spring, to get back 5% of the $10 billion 
overdue, or $500m. South Africa, in the 
end, handed. over only  $400m-4. 2 | 
Clearly, some creditors elected to leave |. 
their 5% with South Africa at the higher 
interest rates that the country was offer- - 
ing them. 


and account for around 35% of the plati- 
num used. 

The non-communist world's platinum 
demand in 1986, at perhaps 3m ounces at 
present prices, will probably outstrip new 
supplies of 2.7m ounces. But the tightest 
period has probably already passed, In 
February, supplies were: short when Im- 
pala, a South: African. producer, dis- 
missed 23,000 workers. With industrial 


need platinum for catalytic converters | 5 





Pre so 


stocks built up in advance of the tenth 
anniversary of the Soweto uprising on 
June 16th and Impala running close to full 
Strength again, new industrial demand 
should be easily met. 

If speculative investors really take to 
platinum, though, the story will change. 
If just 10% of the money that they punt 
on gold is switched to platinum, it would 
be enough almost to double investment 
purchases of the metal and increase its 
premium over the price of gold. But high 
platinum prices would drive away some of 
the industrial users: 36% of platinum 
production is taken by jewellery, electri- 


Coca Cola and PepsiCo 
What a lot of bottle 


mething curious is going on at Coca 
Cola and PepsiCo, those producers of 
drinks more American than apple pie. 
Both companies are awaiting a ruling 
(expected any day now) from the antitrust 
division of the Federal Trade Commis- 
sion on large takeovers that will give them 
a combined share of over 80% of the 
American soft-drinks market. But neither 
company has been prepared to remain 
still while waiting for the decisions. They 
are both spending even more buying up 
their own bottlers. Until now, most of 
these have been independent. 

Last winter, the two companies had 
about 67% of the domestic market for 
soft drinks between them. Then PepsiCo 
announced that it was buying 7-Up, which 
makes a *lemon-lime" drink with 7% of 
the market, for $380m. Coca Cola fol- 
lowed by bidding $470m for Doctor Pep- 
per, whose tipple is a cherry drink with a 
market share similar to that of 7-Up. 
Even before the deals, the companies had 
diversified away from simple colas. Both 
now make fruit-based sodas, and Coca 







This one belongs to Coca Cola 
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cal goods and dentistry. These could 
switch to using other materials. 

Without a good industrial base, the 
platinum price will be at the whim of 
speculators. Two things could make them 
desert the metal. First, less bad news 
from South Africa. Second, a break- 
through on the lean-burn car engine. That 
would make palladium—a sister metal to 
platinum—seem more attractive. Palladi- 
um is potentially a more exciting metal 
for investors. According to Mr Jeffrey 
Christian, a Goldman, Sachs analyst, it 
could be scarce in the 1990s. Platinum, 
most likely, will not be. 


WASHINGTON, DC 


Cola sells Cherry Coke as well as the 
“new” and “classic” versions of its 
flagcan. 

In the past, neither company has tried 
to perform every task in the production 
chain. Their main business has been to 
sell drink concentrate to independent 
bottlers, which then make and distribute 
the finished product. There are about 350 
American plants bottling Coca Cola's 
products; about 263 bottling those of 
PepsiCo. The biggest of these shift 40m- 
50m cases of drinks a year; the smallest 
fewer than 1m. 

Both companies have always had some 
small bottling interests of their own. Now 
they intend to have very big ones. On 
May 30th, PepsiCo completed the pur- 
chase of MEI Corporation's Pepsi bottling 
plants for $590m. After trying unsuccess- 
fully to merge its own bottling plants with 
those of JTL, America's biggest Coke 
bottler, Coca Cola has agreed to buy the 
Coke-bottling plants owned by the Be- 
atrice Companies for about $1 billion. If 
the deal goes through, Coca Cola will 
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‚ is widely expected almost to halve in 1986 
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own about 18% and PepsiCo about 30% 
of the American bottling capacity of their 
respective drinks. 

Why these moves towards unfashion- 
able vertical integration? Coca Cola says 
its deals are merely part of a six-year 
programme designed to seek out the most 
aggressive, growth-thirsty bottlers it can 
find. To that end, it has bought and sold 
bottlers, leaned on them to improve their 
management, and acted as a banker or 
broker in mergers or sales. Some 60% of 
all Coke's bottlers have been affected by 
the programme. 

Others say the deals are a way of giving 
the company a new control over the 
marketing of its drinks. The old sense of 
partnership between Coca Cola and its 
bottlers was strained last year when the 
bottlers rebelled against the new Coke. 


Some smaller bottlers fear that Coca Cola. 


might hope to retaliate by using its own 
bottlers to muscle into their markets. 

On its own, integration might not hurt 
the cola-guzzler on the street. But Mr 
Roy Burry, an analyst at Kidder, Pea- 
body, sees an alternative explanation for 
the bottling buy-outs. At present, Coca 
Cola and PepsiCo find it hard to take full 
advantage of their domestic oligopoly 
because neither sells much directly to the 
consumer. Increased profits have tended 
to come from overseas operations. Do- 
mestic price rises will be much easier 
when the companies own lots of their own 
bottlers in America. 


Malaysian electronics 


Try wafers when the 
chips are down 


KUALA LUMPUR 


Malaysia is the world's largest exporter of 
semiconductors and the third biggest pro- 
ducer. Until last year, when orders 
slumped as customers realised they had 
over-estimated the demand for personal 
computers, its semiconductor industry 
had enjoyed annual growth rates of 20% 
for over a decade. 

Cuts and closures have followed the 
slump in orders. The semiconductor in- 
dustry's workforce fell by 10,000 between 
August 1984 and the end of 1985—equal 
to 14% of total employment in the elec- 
tronics industry. National Semiconduc- 
tor, an American firm, closed its plant in 
Seremban in June 1985. Factories which 
once worked round the clock are operat- 
ing at less than half capacity. Some com- 
panies have cut wages by a quarter and 
asked for voluntary redundancies. The 
annual investment of American compa- 
nies in Malaysia's semiconductor industry 
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Two new faces have just appeared as the 
top Japanese civil servants dealing with 
foreigners: the vice-ministers of interna- 
tional trade and industry and of finance. 
The new incumbents, Mr Makoto Kur- 
oda and Mr Toyoo Gyohten respective- 
ly, could hardly be further from the 
western stereotype of a Japanese negoti- 
ator—a smile perched on a blue suit, 
avoiding firm positions and using a lack 


to around $75m. 

Although semiconductor sales look like 
picking up this year, the longer-term 
future for the industry does not seem 
good. Thailand, where wages are about 
30% of Malaysia’s, is competing strongly 
for new foreign investment. Advanced 
Micro Devices, an American firm, and 
Signetics, a German firm, have recently 
set up semiconductor operations there. 

So the Malaysian government wants its 
semiconductor industry to expand into 
new areas. At the moment, most firms 
are simple packaging operations. Compo- 
nents are shipped in, assembled and then 
shipped back to the United States, Eu- 
rope or Japan to be incorporated into 
electronic goods. While the industry ex- 
ported some $2.3 billion-worth of semi- 
conductors in 1985, net exports were 
about $650m. 

One possibility is for the industry to 
make its own silicon wafers. A wafer is 
the substrate into which the integrated 
Circuits are fixed. However, making wa- 
fers requires expertise and the manufac- 
turing process generates toxic by-prod- 
ucts. Malaysia is not equipped to deal 
with such chemical effluent. Instead, 
more sophisticated Singapore, though its 
labour costs are higher, is attracting in- 
vestment in wafer-manufacturing by of- 
fering better financial incentives. In the 
past few months, Hewlett-Packard and 
SGS, an Italian electronics firm, have both 
decided to set up wafer-making opera- 
tions in Singapore. National Semiconduc- 
tor and Japan’s NEC are thinking of ex- 
panding production there. 
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So unlike Japanese bureaucrats 









TOKYO 


of English as an excuse to filibuster. 

Both are unusually westernised, de- 
spite impeccable backgrounds (for Japa- 
nese bureaucrats) at Tokyo University. 
They are resolute, direct in speech and 
manner, more or less fluent in English, 
and self-confident often to the point of 
arrogance. Their antagonists at Ameri- 
ca’s Treasury and Commerce Depart- 
ments will find them more comfortable 
to talk to than their predecessors, the 
evasive Mr Kazuo Wakasugi and the 
aristocratic Mr Tomumitsu Oba. But 
appearances can deceive. 

The Finance Ministry, like the Minis- 
try of International Trade and Industry 
(мгп) has two vice-ministers, with a 
ranking roughly equivalent to a British 
permanent secretary, One is for domes- 
tic affairs; the other for international. Mr 
Gyohten's post is the junior of the two, 
but is becoming more important. Much 
Of his career has been spent abroad, 
including spells at Princeton University, 
at the IMF in Washington and at the 


World Bank 


Accounting for the 
environment 


The World Bank has given way to lobby- 
ists who want it to take environmental 
costs into account when it looks at devel- 
opment projects. In examining projects, 
it will try to measure the long-term dam- 
age they could do to their surroundings. 
The cost of such damage will be incorpo- 
rated into the Bank's calculations of the 
economic rate of return necessary for a 
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Asian Development Bank in Manila. Mr 
Gyohten is counted an ally by those who 
wish to loosen Japan’s controls over its 
financial markets and to groom Tokyo as 
an international financial centre. He is 
generally regarded as an internationalist 
because he thinks Japanese firms can do 
well overseas. 

Mr Kuroda has already served in the 
front line. As director general since 1984 
of MIT!'s international trade policy bu- 
reau he has haggled with America over 
exports of cars and, most recently, semi- 
conductors. He can often scarcely con- 
ceal his irritation at foreign criticism of 
Japan and is said to favour a tougher 
Japanese stance towards America. He 
once told The Economist that American 
congressmen always claim that trade 
problems are about to reach some huge 
crisis, yet next day “the earth still turns". 

It is pure coincidence that both men 
have been promoted in the same year. 
All top Japanese bureaucrats peak early: 
Mr Kuroda is 53 and Mr Gyohten is 55. 
They can both expect to spend two or 
three years in their new posts, after 
which they will retire to far better paid 
jobs in the private sector. 




























project to be acceptable. 

This is only part of a new approach. 
The Bank says it will double spending on 
forestry projects in sub-Saharan Africa to 
$200m over the next three years, and will 
take on more staff at its environment 
office in Washington. It already has 
roughly 30 consultants dealing with envi- 
ronmental issues. 

Bank officials admit to being embar- 
rassed by some of the environmentalists’ 
allegations. Three projects have attracted 
particular attention. First, Indonesia’s 
transmigration programme, started ten 
years ago. The idea was to move part of 
the population from the a | 
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The bad news about inflation 


The average rate of inflation among оєсо member countries is at its lowest 
in two decades, thanks largely to falling oil prices. But there are new signs 


that this lower inflation may not last 


In the 12 months to April, consumer 
prices rose by an average of only 2.6% in 
the 24 OECD countries. West German 
prices actually fell by 0.3% in the year to 
May, and five other countries—Bel- 
gium, Holland, Japan, Luxembourg and 
Switzerland—have inflation rates of 1% 
or less. Over the next few months infla- 
tion rates could fall still further as more 
of the benefits of lower oil prices pass 
through to consumer prices. Industrial 
wholesale prices reflect movements in oil 
prices more quickly: in the year to May 
wholesale prices fell by 9.8% in Japan, 
by 2.0% in America, and by 2.7% in 
West Germany. 

For most of the past 15 years econo- 
mists have worried about double-digit 
inflation rates and lectured governments 
about how they damage economies. Yet 
with several countries close to zero infla- 
tion, the economics professors seem un- 
able to sit back and enjoy it. The uneasy 
boffins split into two camps. 

First, there is the “falling-prices-are- 
bad-for-your-health” school. Its mem- 
bers fear a deflationary spiral similar to 
that of the Great Depression of the 
1930s, when governments reinforced de- 
flation by shrinking their money sup- 
plies. But today there is little sign of any 
shortage of money. Nor is there much 
likelihood that governments will allow 
one to occur. Though real long-term 
interest rates still seem historically high 
that does not necessarily mean that mon- 
ey is too tight. To calculate real interest 
rates properly, expected (not actual) 
inflation should be subtracted from nom- 
inal interest rates. If investors expect 
higher inflation to come, real interest 
rates are lower than they seem. 

That observation inspires a second 
(more convincing) school of gloomsters. 

fret that inflation will not remain 
low for long. Current rates of consumer- 
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price inflation are reflecting big one-off 
swings in the terms of trade. There is a 
danger that these swings will lull govern- 
ments into complacency and allow cost 
pressures to build up again. 

Even if oil and non-oil commodity 
prices remain low next year, inflation 
rates are likely to bounce back as soon as 
the once-for-all benefit of the fall in the 
oil price drops out of the 12-month 
increase in prices. The benefits of che: 
er oil will be converted into permanently 
lower inflation only if this year's pay 
settlements fall in line with the tempo- 
rarily slower rate of price rises. 

Japan and Europe have enjoyed a 
second once-for-all gain during the past 
year: the fall in the dollar has made their 
imports much cheaper (see chart 2). This 
means that in 1986 Europe and Japan 
can expect bigger falls in inflation than 
America; this is the opposite of 1980-84, 
when the dollar's strength helped to 
squeeze America's inflation rate. 


Watch your own backyard 

Domestically-generated inflation, as 
measured by the GNP deflator—ie, infla- 
tion shorn of the two beneficial external 
factors of cheaper oil imports and stron- 
ger currencies—has declined by less than 
the headline figures for consumer price 
inflation. In West Germany, the GNP 
deflator is accelerating: it is expected to 
rise by about 3% this year compared 


with 2% in 1985. 


Labour costs account for more than 
half of industry’s total costs in most OECD 
countries, so the reaction of wages is 
crucial to whether low inflation rates can 
be sustained. So far, people in most 
countries are showing little sign of asking 
for lower salary rises; many are enjoying 
their biggest real wage rise for many 
years. This is partly because many pace- 
setting wage agreements—in West Ger- 


3] Unit labour costs 
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many and Japan, for example—were 

concluded before the effects of the lower 

oil price showed up in the consumer 
rice index. 

Although pay increases were quick to 
take account of rising oil prices, they 
seem likely to be much slower to take 
account of falling prices—especially in 
Europe. Employees still doubt that the 
rate of inflation will remain low. If that 
makes them unwilling to settle for lower 
pay rises, it will also ensure that their 
doubts are realised. 

Since the second half of 1985, unit 
labour costs have accelerated in most 
OECD countries (see chart 3). Nominal 
wage growth has quickened and produc- 
tivity growth has slowed. In the past 12 
months, average unit labour costs have 
risen by almost 4% in the main OECD 
economies; this, rather than the 2.6% 
rise in consumer prices, measures the 
underlying rate of inflation. 

For anybody who still believes that 
there is a direct link between the money 
supply and prices, the mon aggre- 
gates are flashing red. America's Mi 
measure is rising at an annual rate of 
13% compared with a target of 3-8%. 
The 20% rise in Britain's sterling M3is far 
above the target of 11-15%. Even in 
West Germany, bastion of sound fi- 
nance, the main indicator, central bank 
money, is rising at 8% compared with its 
34-54% target. For the OECD as a whole 
the broad money supply has jumped by 
7% in real terms over the past year (see 
chart 4). That is the fastest growth since 
the early 1970s. 

These monetary aggregates may be 
giving misleading signals. Financial inno- 
vation and lower inflation have increased 
the demand for money as a store of 
wealth. So long as pone are not reduc- 
ing their savings, faster rates of mone- 
tary growth need not have inflationary 
implications. However, when set along- 
side the increases in unit wage costs, they 
make a strong case for not becoming too 
complacent about low inflation. 
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ORLD BUSINESS 


islands of Java and Bali to places where 
there was more space for them to be 
farmers, or to work in small industries. 
The. World Bank put $400m into the 
project, 10% of its total cost. 

The money helped to move more than 
1m people. But tales of disaster soon 
appeared. People were moved to areas 
where rain forests and wildlife had been 
—"eleared—but only to leave soil too poor to 
support agriculture. The World Bank is 
still prepared to give money for the trans- 
; migration programme, but it is now much 
keener to see that people move only to 
areas where the soil will support them. 
‘The project is being scaled down enor- 
: mously, anyway, by Indonesia's loss of oil 

revenues and of its ability to pay its share 
of the costs. 

The second much-criticised World 
Bank project also involves moving masses 
of people about. The Brazilian govern- 
ment has set out to develop the Rondonia 
region in the far north-west of the country 
to provide new opportunities for the poor 
of Rio de Janeiro, Sao Paulo and other 
big cities. In 1980, a World Bank survey 
concluded that there were possibilities for 
successful development of the region, as 
long as the local Amerindians were pro- 
tected, and as long as areas where the soil 
could not support agriculture were left 
alone. Over the next six years, the Bank 
put $500m into projects in the region. 
|. Since then, people have moved to the 
“north-west in droves, cutting down- pri- 
meval forests, displacing local tribes, and 


bringing: malaria and other diseases іп, 


their wake. The Bank concedes that it has 
been able to exercise little control over 
the development of new settlements, 

where lawlessness, drugs, murder, prosti- 
tution and banditry are rife. The Brazilian 
government and the Bank have now 

agreed to stop financing further develop- 

“ment of the area. 

_ The third project is in west India. In 
“March 1985, the Bank approved the first 
loans for a large dam on the Narmada 

 River—to be part of a complex of dams to 
provide hydro-electric power and to 

“channel water to drought-prone areas. 
Some 60,000 people will have to be reset- 
Пед, but critics say that compensation and 
‘planning have been inadequate. 


IBM 
ighting for office 
space  — 


' -IBM is counter-attacking the rival compa- 
nies that have cut into its share of one of 
the strongest computer markets: medi- 
um-sized business systems. It has an- 
nounced around 100 new computer, com- 


munication and software products aimed 
at the middle ground between giant main- 
frame computers and desktop personal 
computers. Although this sector of the 
computer market has defied the high-tech 


"slump, it is IBM's competitors—notably ` 


ed most. ERA ; 

-In America, sales of minicomputer- 
based business systems grew by 1275 from 
1984 to 1985. Mainframe sales to busi- _ 
ness, by contrast; fell by 3%. And person- 
al computer sales have been nothing to 
boast of. Much of the appeal of minicom- 
puter systems stems from the machines" 
ability to help link personal computers 
and mainframes into office systems. Un- 
fortunately for ІВМ; many of its products 
do not work easily with each other, let 
alone with those of other computer mak- 
ers. Although IBM still holds half of the 
world's. minicomputer. market, it has 
largely missed out on recent growth and, 


Digital Equipment—which have benefit- 


The fun of software 


Four years ago, Mr Philippe Kahn was 
an illegal alien trying unsuccessfully to 
turn his French mathematics degree into 
a job in California's Silicon Valley. This 
week 25% of his software company, 
Borland International, is being floated 
on London's Unlisted Securities Market 
at a price that values the firm at £62m. 
Mr Kahn attributes it all to his conviction 
that serious software should be fun. 

Borland—which had pre-tax profits of 
$8.7m on sales of $27.1m in the year to 
March 1986—stumbled over a market 
which few suspected was there. Its first 
product, called Turbo Pascal, was an 
inexpensive ($50) "compiler" which al- 
lows programmers to write software in 
the Pascal computer language. Industry 
pundits reckoned Mr Kahn would be 
lucky to sell 25,000 Turbo Pascal compil- 
ers: the number of Pascal programmers 
was reckoned to be tiny, and the compil- 
er market price-insensitive. In fact, Bor- 
land has sold over 400,000 copies, and 
sales are still going strong. 

Although some professional program- 
mers use Turbo Pascal to make quick 
prototypes of programs they are devel- 
oping, its key market lies with schools 
and amateur programmers. The size of 
this market astonished even Mr Kahn. 
But he and his fellow developers have 
not let slip the opportunities presented 
by Turbo Pascal's enthusiastic reception. 

Borland followed up Turbo Pascal 
with a series of “toolboxes”. One tool- 
box provides do-it-yourself chess and 
bridge-playing programs; another allows 
novice programmers to build their own 
word processor. The toolboxes provided 
16% of Borland’s sales in the eight 
months to May 1986, nearly equal to the 
18% of sales provided by Turbo Pascal. 

Now Borland is trying to tempt pro- 
grammers with an inexpensive version of 
Prolog--which, together with LISP, is 
one of the two most popular languages 
for writing artificial intelligence pro- 
grams. Although only launched in April, 


the program accounted for 7% of Bor- 
land's sales in the eight months to May. 
Prolog toolboxes are to follow soon. © 

Borland's challenge for thé future is to 
expand. further. into business-applica- 
tions software. The company has made a.. 
start with “Sidekick”, a program which 
can be called up in the midst of whatever 
else a computer might be running to 
provide a notepad, calculator and mini- 
database. Sidekick now accounts for 
about 2076 of sales. 

Falling computer hardware prices 
could provide Borland with a chance to 
invade the larger markets for things like 
word processors, spreadsheets and 
graphics. As the price of IBM-PC-equiva- 
lents drops towards $500, customers are 
ever less willing to pay $200-400 for each 
program they buy. Borland's reputation . 
for quality at low prices could serve it 
well in breaking into this market—as 
could.a cost structure which allows it pre- 
tax margins of nearly a third оп products |. 
which typically sell for under $100. 4 

Mr Kahn promises to double the size 
of Borland's product range within the 
next year—although he is keeping the 
exact products as a surprise. With only] 
30-35 programmers among a workforce — 
of 182, Borland will have to work hard to 
meet those goals. Productivity; Mr Kahn 
reckons, comes easiest to those who 
enjoy their work. Borland company par- 
ties are frequent; eccentricity is encour- 
aged; job interviewérs try to discover 
how well a person will fit into Borland's 
world as well as how qualified he might 
be. So far, the enthusiasm Mr Kahn aims 
to create at Borland seems to be carrying 
over to its customers. 


Borland international 
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Lucky-Goldstar is a group of 23 | growth, while promoting economic devel 


Korean companies working in chemistry, 
electronics, and services. For each of the last 
five years, annual growth has averaged 24%, 
with sales reaching the U$10 billion mark in 
1985. 

Today, Lucky-Goldstar products and 
services ranging from engineering plastics, 
home appliances and fiber-optic communi- 
cation systems to construction, finance and 
trade are helping to create a better quality 
of life both at home and abroad. 

We also operate Korea's largest private 
research institutes, investing 4.5% of sales 
into R&D each year. 

But these accomplishments aren’t ours 
alone. 

Successful partnerships with such com- 
panies as AT&T) Hitachi, Siemens, and 
Caltex are doing a lot to stimulate mutual 





ment and free market systems in other 
countries as well as our own. 

Overseas subsidiaries like Goldstar d 
America (in Huntsville, Alabama) are co 
tributing to higher employment, too. Wi 
management systems that are resulting in 
greater worker satisfaction, lower absenteeism, 
and better quality off the production line. 

Lucky-Goldstar. A team of 70,000 in 
dividuals working together with companies . 
around the globe. Bringing the world's- 
latest technologies to Korea, and the frui 
of Korea's can-do spirit to the world. 

Take time to find out more аБош 
Lucky-Goldstar. Contact the Business Devel- 
opment Dept., Lucky-Goldstar Int'l Comp, 
CPO Вох 1899, Seoul, Korea. Phone (02) 
776-6517, Telex K27266 IGINTL. 
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Business fields of Lucky-Goidstar companies: 
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Construction and Engineering 
Co Goldstar Investment & Financ 


Lucky Advanced Materials Electronics, Electrics & сиот 


iPusan н, p ra Finance Trade and Distribution! peri -Goidstar Internationa hs 


Service’ The Yonam Foundation The Yonam Educational Institute Sports | Lucky-Goldstar Sports 
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Even a New Yorker 





can get lost on Wall Street. 


There are plenty of people to help you find your way round; but 
unless you know wbo to approacb, you can spend more on 
financial services than you hope to gain by going to Wall Street in 
the first place. KMG’s international consultants and accountants 
are experienced in giving cost-effective, independent advice. 


What attracts companies to Wall Street in the 
first place is, of course, the sheer scale of low-cost 
financing and liquidity available. 

Nobody but a full-time expert can keep up with 
Wall Street’s headlong rush into the new and the 


КМС: 490 offices in 71 countries. 


NIGERIA SWEDEN 

SWITZERLAND 

TAIWAN 

TRANSKEI 

TUNISIA 

TURKEY 

UNITED ARAB 
EMIRATES 

UNITED KINGDOM 

UNITED STATES 


ARGENTINA COSTA RICA JAPAN 
AUSTRALIA CYPRUS JORDAN NORWAY 
AUSTRIA DENMARK KENYA PAKISTAN 
BAHAMAS ECUADOR KOREA PERU 
BAHRAIN EGYPT LESOTHO PHILIPPINES 
BELGIUM FINLAND LIECHTENSTEIN PORTUGAL 
BERMUDA FRANCE LUXEMBOURG SAUDI ARABIA 
GERMANY MACAU SINGAPORE 
GREECE MALAYSIA SOUTH AFRICA 
HONG KONG MEXICO SW AFRICA 
ICELAND MOROCCO (NAMIBIA) URUGUAY 
NETHERLANDS SPAIN VENEZUELA 
NETHERLANDS SRI LANKA ZAIRE 

ANTILLES SURINAM ZIMBABWE 
NEW ZEALAND SWAZILAND 


BOTSWANA 
BRAZIL 

CANADA 

CAYMAN ISLANDS 
CHANNELISLANDS INDIA 
CHILE IRELAND 
CHINA ITALY 


COLOMBIA IVORY COAST 


exciting; so to avoid making the wrong decisions, 

you need advice — and bad advice costs more money 
than it gains. 

Furthermore, the reporting réquirements may 

be very different from the ones you're used to — and 








your company may have to disclose information 
you'd rather not reveal. 

What you really need is objective, independent 
information from an experienced team of business 
advisors with an international network and the right 
local contacts at both ends of the negotiations. 

That's an exact description of КМС, accoun- 
tants and consultants in 71 countries. 

Our clients include the first ever European bank 
to receive a New York listing. And our accounting 
approach for another major client's initial public 
offering is now used as a precedent by the U.S. 
Securities and Exchange Commission. 

KMG sometimes knows its way round Wall 
Street even better than Wall Street. 

For further information about our worldwide 
network, contact KMG International Executive 
Office in Amsterdam, telephone 
31 (20) 42 42 45. 

KMG INTERNATIONAL ACCOUNTANTS AND CONSULTANTS. 










10 catch up, IBM is offering new products 
in several key areas: 
-@ Computers. The company has cut the 
prices of its office workhorses, Systems 36 
and 38, by up to 30% while improving 
their performance by up to 50%. 
"9 Communications. IBM announced a 
new “peer-to-peer” communications net- 
Work which allows minicomputers to send 
data directly to each other without using 
another computer to control the data 
traffic. Its previous hierarchical commu- 
ations networks had all required such 
traffic cops, raising the cost and complex- 
ty network. 
Software. New Offerings make it easier 
о take advantage of communications 
networks by simplifying the job of moving 
data from one machine to another. And 
new word-processing software tries to 
provide hints about the clarity of, say, 
i ce memos (although, judging 
releases, IBM's own writing 
n any literary awards). 
with other new products— 
reen terminal—IBM hopes 
new offerings will perk up lacklustre 
‘sales. But it faces stiff competition. While 
IBM’s sales and profits have stagnated, 
those of its smaller rival Digital Equip- 
ment (DEC) jumped by 86% between the 
first quarter of this year and the same 
period a year earlier. 

C owes its success to the ease with 
which its computers can be made to work 
with each other and with rivals' comput- 
ers. Nearly ail of its sales come from one 
computer, the VAX. Although vAxs vary 
in size, all run the same software. DEC 
al offers flexible communications net- 

and tops off its offerings with 

One" software which provides 

electronic mail and word processing and 

helps integrate the software rünning on 
e various computers in a network. 

| General, a near neighbour of 

Massachusett’ s Route 128, pro- 


r кы dollar spent than 
nen of other companies, in- 
et. With that sort of competi- 


‚ even mighty ІВМ will have to strug- 
gle to stay on top. І 


| they faced stiffer competi- 


ncies set up by defecting · 


former employees. Korn/Ferry, the 
world's biggest headhunting firm, has 
more than doubled its staff since 1980. 
The headhunters say their success 
comes from a growing awareness of the 


value of the service they offer—but then 
they would, wouldn't they? In fact, they 
have benefited more from increased job 
hopping by executives. In America, 
where executives change their jobs most 
frequently, headhunters are in the great- 
est. demand. Four of the five biggest 
international firms are American in origin 
(see table). The odd man in is Egon 
Zehnder, a Swiss firm which may owe 
some of its success to the Swiss reputation 
for discretion. In Japan, where workers 
stay longer with one employer, headhunt- 
ers find it difficult to operate. Egon 
Zehnder reckons that. more than 80% of 
its Japanese business is finding local staff 
for foreign companies. 


international headhunters 


Yearending Fee income 
Apr 86 
Jan 86 
Sep 85 
Feb 86 
Oct 85 


Korn/Ferry 

Russell Reynolds 
Spencer Stuart 
Heidrick: & Struggles 
Egon Zehnder 


*Estimate. Source: Company reports. 


Headhunters are not cheap. They rare- 
ly accept assignments for which the annu- 
al salary is less than £30,000 (or $75,000 in 
America where salaries are higher) and 


their fee is usually one-third of this. That 


restricts. them to finding either top bosses 
or specialised technical staff such as bond 
dealers or satellite-communications ex- 
perts. In 1984, one in every eight place- 
ments made by Korn/Ferry was a board- 
level job. 

The headhunters claim that their busi- 
ness is not particularly affected by the 
general state of the economy. In the 1980- 
82 recession in Britain they recruited the 


-finance directors needed to slash costs; 


now that consumer spending is rising they 
are recruiting marketing staff. More cru- 
cial for them is the pace of change in their 
clients’ markets. The impending “big 
bang" deregulation of Britain's securities 


. market has proved a bonanza as financial 


institutions have scrambled to recruit ex- 
perienced staff. A simil ig happened 
when America deregulated its securities 


markets ten years ago. However, despite 
their impressive growth ovér the past few 
years, the headhunters have had their 
little difficulties. The collapse in the oil 
price has ruined the lucrative market in 
recruiting expatriates for assignments in ' 
the Middle East. A 
The big headhunters are keen to distin- 
guish themselves from employment agen- 
cies. True headhunting, they say, means 
building up a picture of the ideal candi 
date; finding him (or, rarely, her); and 
then convincing that person to leave a job 
to take ир a new challenge. All this takes: 
a lot of effort from talented staff-—and, 
they say, justifies their fat fees. In fact | 
good headhunters are paid so much that: 
they themselves are being headhunted,. 


American tyre makers 


Nota patch i in sight 


AKRON 


The long slow puncturing of America's 
tyre industry is proving hard to. stop. 
After a decade in which the number of 
jobs in the industry has halved (to around 
90,000 at the last count), the tyre makers 
can still foresee no improvement in their 
fortunes. Several thousand more jobs are 
expected to go this year, many of them at 
America’s big five tyre makers—Good- 
year, Firestone, Uniroyal, B. F. Good- 
rich, and General Tire (now part. of 
GenCorp)—which provide some 90% of 
the tyres that end up on Detroit's new 
cars. Expanding markets abroad help, 
but the industry's two biggest bogeys 
remain: 

€ Radial tyres. Fifteen years ago, most 
ordinary cross-ply tyres lasted for only 
15,000 miles. Today, the best all-weather 
radial tyres endure 60,000 miles of driv- 
ing, so seldom need replacing. This year, 
the industry is expected to produce 138m 
tyres for sale. as replacements, down 


Treadmill 
Share of world tyre market 


By company% 1985 total: 
Yokohama Rubber 3— 530 
GenCorp 4— zi 


Sumitomo 
Rubber 4 


Continental 4 
Pirelli 6 
Uniroyal-BF 
Goodrich* 7. 


Firestone 8 
Bridgestone 9—- 
Other 16 


*Projected figures assuming merger: 
Source: Rubber & Plastics News: 2 ў : 
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slightly from 1985’s 141m. 

€ Imports. The strong dollar helped for- 
eign manufacturers increase their sales. 
One-quarter of America's replacement 
tyres are now imported. Between them, 
manufacturers in Brazil, Canada, France, 
Japan and South Korea supplied nearly 
25m to the American market last year— 
excluding some 14m foreign tyres brought 
in on the wheels of new cars. As with cars, 
Japan dominates the American market 
for imported tyres. 

In December, America's Commerce 
Department upheld a claim that South 
Korean manufacturers had dumped tyres 
in the American market at unfairly low 
prices. An investigation by the Interna- 
tional Trade Commission is under way. 
Tyre makers are confident that the Rea- 
gan administration will curb what they see 
as dumping. 

The American companies' biggest for- 
eign rivals are Japan's Bridgestone and 
France's Michelin, third and second re- 
spectively (after Goodyear) in worldwide 
tyre sales. Though first to capitalise on 
the demand for radial tyres, Michelin 
found itself with a lot of excess capacity 
when the market dipped in 1979. Last 
year, after a string of losses, its five 
American plants came close to breaking 
even. Bridgestone, by contrast, has yet to 
build a car-tyre manufacturing plant in 
the United States—something it must do 
if it is to increase its share of the Ameri- 
can market from 1.5%. 

Strongest of the American tyre makers 
is Goodyear. It claims 21% of the world 
market for tyres, and last year had oper- 
ating profits of $640m, of which $461m 
came from tyres and related products. 
Together with its Kelly-Springfield tyre 
subsidiary, the company produces one 
tyre in three made in the United States. 

Growing markets abroad, particularly 
in India, Indonesia, Malaysia, Taiwan 
and Thailand, have proved a boon for 
Goodyear. To help it compete with its 
Japanese rivals, the company is building a 
technical-research centre near Tokyo. 

If, as expected, America's Justice De- 
partment approves plans to merge B. F. 
Goodrich and Uniroyal's tyre-manufac- 
turing operations, they will together be- 
come America's third-biggest tyre maker. 
A merged company would have tyre sales 
of around $1.7 billion and total assets of 
$3.8 billion. Goodrich needs a jack. Last 
year, it lost $355m. 

Firestone is also suffering, but on a 
smaller scale. Its net profits last year fell 
to $3m from $102m the year before. This 
was largely due to the $105m cost of 
closing and restructuring parts of its tyre- 
making division. The company is trying to 
diversify away from the tyre market, 
partly by turning its American tyre shops 
into full car-service centres. 


Ford 
Latin touches 


ROME, SAO PAULO AND LONDON 





Ford Motor Company, America's second 


biggest carmaker, is trying on two new 
hats: a joint venture in Latin America 
with its West German rival Volkswagen, 
and the possible purchase of a controlling 
stake in Alfa Romeo, Italy's noble, but 
nearly bust, maker of sporty cars. 

Ford wants Alfa Romeo to help in- 
crease its share of the car market in 
southern Europe, where it makes only 
6% of cars sold compared with double 
that in the north. Alfa would also give 
Ford a marque to aim at the fast-growing 
yuppie market in America. Sounds good 
in theory, but Fiat, Italy's biggest carmak- 
er with 52% of its home market, is out to 
spoil the deal. It has put up an alternative 
proposal for Alfa. Ford and Fiat had 
themselves talked about a merger last 
year of their car-design and manufactur- 
ing operations in Europe. But the engage- 
ment was broken off when neither side 
could agree on which was to have man- 
agement control. 

Alfa needs a godfather. Last year, its 
losses doubled to 240 billion lire ($125m); 
at the end of 1985 its debts stood at 1.28 
trillion lire. Ford is being cagey about 
what it would do to stem the losses. It has 
said that IRI, the state-owned holding 
company that owns Alfa, would have to 
concede a majority shareholding. In re- 
turn, Ford would guarantee to put 
enough work Alfa's way for it to produce 
its full capacity of 400,000-or-so cars à 
year. At the moment, only 24,000 of the 
38,000 workers at Alfa's two factories in 
Turin and Naples are working full-time. 

Fiat has also offered Alfa extra work, 


An awful lot of Beetles in Brazil: but not much profit 
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year—some 100,000 of them to be built 
under the Lancia badge (which Fiat also 
owns) and 100,000 of them Alfas, but 
equipped with Fiat engines. The balance 
would be made up of a joint venture with 
a third European carmaker—for exam- 
ple, Sweden’s Saab. 

Ford and Alfa have set a deadline of 
the beginning of September for ending 
their talks, but the two sides are likely to 
make up their minds before then. IRI's 
boss, Mr Romano Prodi, prefers the link 
with Ford. 

Ford's ambitions in Latin America are 
aimed mainly at cutting its losses there. It 
has lost money in the region in four out of 
the past six years, but last year reduced its 
losses to $57m from 1984's $110m. Volks- 
wagen (VW), which has 40% of Brazil's 
domestic car market, has not shown a 
profit there for five years. By getting 
together with vw, Ford hopes to redu 
production costs and cut out its ex 
capacity in the region. Talks between the 
two companies on rationalising output 
began in Argentina, where Ford and vw 
rank third and fourth in a market of only 
140,000 new cars a year. The focus then 
switched to Brazil, a bigger domestic 
market and a base for exports. 

Ford began exporting its Brazilian- 
made “Cargo” lorry to North America 
last year, and is aiming for annual exports 
of 8,000 by 1988. vw is more ambitious. 
Starting next year, it hopes to export 
100,000 cars and 10,000 trucks to the 
United States. In Brazil, the two compa- 
nies make a good fit. Ford Brasil has 
spare capacity in its production of 2.3- 
litre engines, while vw has no equivalent 
engine to power its new Santana Quan- 
tum. Ford, which is phasing out its suc- 
cessful Corcel after 18 years, could con- 
ceivably plan a replacement based on 
VW's 1.8-litre engine which it uses in i* 
existing Santana. 
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thy 34%) 


In 1985, St ме] Gold, Unigate's low-fat spread, outpaced 
all competition to achieve sterling brand leadership in the yellow 
fat and margarine market. 

We were pleased, but not surprised. 

Because it's many years since we predicted the UK-wide 
trend to healthier living - and started investing in new products 
to meet new shopping and eating habits. 

The results have been as healthy for Unigate 
as they have for our customers. 
Also in 1985, Shape - one of the most 
successful retail grocery brands of recent years 
- continued its meteoric rise. 
Our poultry products (which, again, 
appeal to the health-conscious) produced 
dramatically increased profits. 
Malton Bacon Factory broke all previous 
export records. 

And thanks in part to the success of our low-fat milks, 
we succeeded in reversing the recent decline in milk sales. 

Nor is it only our UK food interests that continue to 
put on muscle. 

Wincanton capped a successful year by adding 
Arlington Motor Holdings and its two Mercedes franchises 

to an already vigorous team of motor and 
transport companies. 
Casa Bonita added 16 restaurants to 
its expanding US chain. 
And Giltspur- despite a difficult year 
FOOD:TRANSPORT:  ofhectic competition- still reached the finishing 
INDUSTRIAL SERVICES line with a return on capital employed that has 
most companies beaten hollow. 
The final result: Group pre-tax profit up by 30% to 
£82.8 million, and earnings per share up by 34%. 

For the full story, send the coupon for a copy of our 
annual report, which is published on 1 July 1986. 

You'll find it a very good read. 


Unigate PLC, Unigate House, Western Avenue, | 
London W3 05Н. 


Name. 











TE2U6 | 





£ 






INDUSTRY BRIEF 








hampagne: the bubbly business 


«< Producing real champagne is one the finest vineyards (classed as 
of the most profitable agricultur- 100% by the authorities) on the 
al businesses in the world. The Montagne de Reims, the hilly 
1195 bottles sold last year, 60% slopes growing black grapes 
in France itself, generated over south of Reims, or on the Cóte 
FFri0 billion ($1.4 billion), of des Blancs, south of Epernay, 
which at least a third was operat- . growing largely the white Char- 
ing profit, most of it going to the donnay. These sell for up to 
growers. FFr23 a kilo. But not one of the 
© Champagne is an exclusive. vineyards entitled to produce 
drink. In most countries, though champagne grapes—which in- 
not in America or Russia, the clude large stretches along the 
:;term can be applied only to wines Marne west towards Paris and in 
"made from grapes grown оп a the department of the Aube, 70 
125,200 hectares (62,250 acres) miles south of  Epernay—is 
|;area- in north-eastern France, classed at less than 80% of the 
known as Champagne. maximum. 
» Grapes аге planted only on These vineyards are among the 
alky slopes. The best are grown most northerly in the world. 
a particular type of chalk, Yields vary wildly—between 
< Belimnita quadrata, found only in 3,700 and 15,200 kilogrammes a 
France in Champagne. Strict hectare in the past ten years. In 
(and strictly applied) French gov- the past four years, an acre of 
ernment rules require that only vines has provided an annual 
three varieties of grape can be gross income of between 
used. The two black grapes, the FFr65,000 and FFr85,000. 
Pinot Noir and the Pinot Meun- The merchants already own 
ier, account for over two-thirds of 3,000 hectares, most of it on the 
the total; the white, the Chardon- finest slopes. But in 1964 the 
nay, for the rest. French government, in an effort 
After its first fermentation, the to placate the peasantry, stopped 
new wine must be matured іп the large institutional landowners 
bottle for at least a year, with from adding to their holdings. In 
enough sugar and yeast to set off Champagne this has further in- 
the second fermentation which creased the powers of the grow- 
produces carbon dioxide and, ers without reducing the pressure 
thus, the necessary fizz. The bot- оп the land market. The few plots 
tles, weighing up to 2lbs apiece, that do become available are 
have to withstand a pressure of readily sold at up to FFrim per 
Six atmospheres (roughly the hectare. 
same as a bus tyre). The bottles Twenty years ago, the grapes 
are then slowly rotated and up- accounted fora mere one-tenth 
turned in a process known as of the selling price of the bottle; 
remuage. This used to be carried today, the figure is something 
out. by skilled remueurs. Today, like a half. But this is not the only 
they have mostly been replaced way the growers have squeezed 
by more efficient machines. the powerful merchants. The co- 
In the French fashion, the 
champagne business is heavily 














































egulated, largely in favour ofthe | Fullof fizz 
17,000 growers. In 1941, they Champagne: 
formed а joint professional or- 
ganisation with the merchants: 

the Comité Interprofessional du production 






« Vin de Champagne (ctvc). Since 
1945, the СТУС has overseen а 
‘contract, renewed ‘every six 
: years, under which the merchants 
-buy the grapes for a fixed price. 
-Increasing demand outside 

France and an extreme frost of 
= down to —30°С in early 1985, 
“which. wiped out a tenth of the 
_vines, IN. helped to keep the 
_ price of the drink rising. ыыы. - 
р The vineyard owners: have [95.59 707278 80 Бө 

vell. Bes $ ff are those in Source Comite inler professionnel du Vindet 












The most significant buyer in 
1955 was the late Count Robert- 
Jean де Vogüe, of Moet and 
Chandon. During the war he had 
more than 45?5—and that mar- helped found the стус in partner- 
ket in 1985 took 122m bottles. ship with the growers (only to be 
Outside France they sold only 4m . called “the Red Marquis” by his 
bottles, 5.6% of total exports. less progressive — fellow-mer- 

This success in their home mar- chants). He invented Dom Perig- 
ket dates back to 1955, when an non, named after the pioneering 
unusually abundant harvest winemaker, the drink trade's 
proved virtually unsaleable. (At . most successful luxury brand. 
that time sales worldwide had- То preserve the quality image, 
barely recovered to the 35m-bot- Moet limits production to fewer 
tle level first reached in the first than 1.5m bottles a year. Under 
decade of this century.) Most of Mr de Vogüe, Moet took over 
the merchants, discouraged, re- two other champagne houses, 
jected the grapes. This provided Mercier and Ruinart. It sold 16m 
the opportunity for the growers, bottles outside France in 1985, 
their co-operatives and for three 20.5% of total exports, and 10m 
shrewd merchants, more optimis- bottles in France, 8% of the 
tic than their fellows, to make home market. : 
their marks. The fledgling co- . Under Mr de Vogüe, Moet. 
operatives and individual grow- also bought the scent firm of 
ers had no choice but to try to Christian Dior, merged wi 
find an outlet for the wines they Hennessy; the cognac produce NAM 
made with their surplus grapes. and set up a winery making spar-.. 
They were lucky: sales іп France, Кіпр wine in the Napa Valley in 
less than 26m bottles in 1955, California. Since the Count's 
have doubled in the past ten death in 1976, Moet-Hennessy 
years, and reached a peak in 1978 has bought its American distribu- _ 
of 132m bottles. tors, Schieffelin, making the 

Growers and co-operatives company ап international force. 
alike enjoyed tax advantages Тһе second buyer in 1955 was. 
(and cheap credit from the Crédit Mr Bernard de Nonancourt, 
Agricole bank) denied to the chairman of — Laurent-Perrier, 
merchants. As а result, they have then a minor player in the cham- 
been able to build up some of the pagne game, but now the fourth- 


operatives and. récoltants-mani- 
pulants (growers who sell their 
own wine) have built up their 
share of the French market to 








































































finest operations in the area. biggest individual producer, sell- 
ing nearly 6m bottles a year. 

; The third was the unknown but 

Peerless juice crucial figure of Mr Gaston Bur- 


The co-operatives take juice tin, owner, then as now, of the 

from the pressoirs, owned by. firm of Marne et Champagne. 

members in individual villages. Whereas other buyers were inter- 

The grapes have to be pressed ested mainly in the cuvée—the : 
carefully and soon after they are first pressing from the grapes— ` 
harvested to avoid rot. This is he was more interested in the 
trickier than it sounds. Cham- zailles. This is the name for the _ 
pagne is a white wine made from juice obtained when the grapas 
grapes three-quarters of which are pressed a second and thi 
are black. If the black grapes time. The tailles were available at... 
burst, the juice will be stained by à 30% discount, but champagnes |. 
colour from the skins. The co- made from the tailles could be - 
operatives turn the juice into sold, especially to the newly- 
completed bottles. . emerging French supermarket: 
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Mr Burtin's profit margins. 

То the past 30 years, Mr Burtin, 
still active at 85, has built up one 
of the biggest businesses in 
; Champagne. He sells 10m bottles 

a year. About 4m bottles are sold 

‘lattes to. other merchants for 
under their own name. These 
s have already undergone 
second fermentation and 
y way the buyer can im- 
his house style is by varying 

94 dosage". 
Mr. Burtin remains a leading 
der in new wine, but his basic 
business, accounting for 5.7m 
bottles annually, lies in supplying 
champagnes to retailers for sale 
: either under their own names or 


gnes range from the cheapest 

remier prix sold in French super- 

markets through to superior bot- 

tles sold under highly respected 

names—including Althorp, the 

“brand sold by the Princess of 

Wales's family. Some 2m bottles 

f the same champagne is sold in 

rench supermarkets under the 

abel of Alfred Rothschild, a 

the banking family has 

en unable to stop him using, at 

; ‘France anyway. Mr Bur- 

to save at least FFr3 

"bottle by not adver- 

пр and a similar sum in financ- 

| (unlike most cham- 

gne firms, Marne et Cham- 
ше is entirely debt free). 

‘The champagne business has 

ally attracted outsiders. 

BSN, a big French food group, 

ns two.of the most venerable 

es in the business, Pomméry 

Greno and Lanson, neither of 

veré aking much money 


-He has now sold all three; the 


before they were táken over. The 
two account for less than 3% of 
the group's total:sales. Only one 
foreign company, Canada's Sea- 
gram, has built up a large pres- 
ence in the business. After buy- 
ing up the minority interests in 
1984, it now controls the second- 
biggest champagne. group, com- 
prising Mumm, Perrier-Jouet and 
Heidsieck Monopole. This sold 
8.4m bottles in 1984, 5.7m out- 
side France. Perrier-Jouet, in 
particular, has benefited greatly 
from: Seagram’s world-wide dis- 
tribution network. 


Sugary origins 

The great era for founding cham- 
pagne houses was in the second 
decade of the nineteenth century, 
after the Champenois had 
worked out how much sugar to 
inject to provide the right amount 
of fizz. Previously, when up to a 
quarter of the bottles broke dur- 
ing the second fermentation, 
champagne-making . was both 
hazardous and unprofitable. 

The champagne business now 
һа$ а large truly native Champen- 
ois group, formed earlier this 
year by the merger of Veuve 


Clicquot and Joseph Henriot. Mr 


Alain de Vogüe, the capable if 
autocratic chairman of Veuve 
Clicquot (and nephew of the late 
chairman of Moet), sees Mr Hen- 
riot as his successor. 

This makes Mr Henriot one of 
the key men in the region. 
Though his family have been 
growers for 300 years, he has 
never tried to expand beyond the 
1m or so bottles his company sel!s 
every year. But he has proved a 
good businessman: five years ago 
he took over three firms: Charles 
Heidsieck and two smaller con- 


cerns, Trouillard and de Venoge. - 


biggest, Charles Heidsieck, to 
Remy Martin, the cognac firm 
which already owned Krug, mak- 
ers of what many (including the 
British royal family) reckon is the 
best wine in the region. 

Mr Henriot's dealmaking re- 
flects the view, common in the 
region, that the outlook is bleak 
for middle-ranking firms with no 
claims to outstanding quality. 
Many reckon that the future lies 
either with a handful of leading 
groups—already the four biggest 
companies account for half of 
total champagne sales—or with 
small prestige houses. 

This stress on quality is shared 
by the small firms' larger breth- 
ren. The Taittingers deliberately 
reduced sales when supplies were 
short between 1978 and 1982. 
Moet is now doing the same, and 
Louis Roederer has cut the yield 
from its own vineyards. These 
provide 80% of its requirements 
and make it by far the most 
profitable firm, with a gross mar- 
gin of nearly 50%. (Firms! mar- 
gins depend on the degree to 
which they can rely on their own 
vineyards; further proof that the 
profit goes largely to the grower, 
not the wine-maker.) 

The future of champagne de- 
pends on the guarantee of quality 
provided by names like Roe- 
derer. The French market is stag- 
nant, and since the French each 
drink an average of 24 bottles a 
year (five times that of the Bel- 
gians, the largest foreign consum- 
ers per person), growth must 
come from outside France, where 
sales are only double what they 
were 15 years ago. 

This marks a return to an older 
tradition. In the nineteenth cen- 
tury the French drank only 20% 


The League Table 


Moet, Mercier, Ruinart 

Mumm, Perrier-Jouet, 
Heidsieck Monopole 

Pommery & Greno, Lanson 

Veuve-Clicquot, Canard-Duchene* 

Laurent-Perrier 

Burtin (Marne & Champagne) 

Charles Heidsieck, Trouillard, 
de Venoge, Henriot 

Taittinger 

Piper Heidsieck 

Louis Roederer 

Duval Leroy 

S.A.M.E. 

Bollinger 

Besserat de Bellefond, Salon 

Bricout & Koch 

Pol Roger 

De Castellane 


Rapeneau 
Deutz & Geldermann 
Krug 


of the TES sold; andin the 
belle époque before 191 
counted for only a third of con- 
sumption. This success. outs 
France was the result of brilliant. 
promotion of a number of 
brands, most of which are still the 
leaders today. These will need all- 
their prestige to compete with 
rival products, from Spain and 
from the. Loire valley, as well as 
from the vineyards they th 
selves have set up in Californi 
make sparkling wines. 

Thé pressure on prices is 
likely to ease. In an exceptions 
year, like 1983, the region са 
produce 50% more than 
195m bottles sold last year. 
surplus wines can be stored fora 
couple of years in the knowledge: 
they will be needed, as they were. 
as a result of the much smaller 
harvests in 1984 and 1985. This i 
the regular pattern. As the chart 
shows, in 1978, 1980 and: 1 
sales exceeded production—in. 
1978 by 100m bottles—and 
despite a 70% increase in acrea 
of vines since 1970, plus in 
creased. yields because of better 
vines. So even. when 5,000 hect- 
ares of new vines are in full 
production, as they will be in (ће 
1990s, that will not satisfy the 
world's i increasing thirst. 

Though there is still some land’ 
within the region suitable for’ 
champagne grapes, it is unlikely: 
to be used in the near future. As 
one. champagne magnate, M 
Claude. Taittinger, says: ‘“Politi- 
cally there would be a revolutio: 
if one peasant became a multi 
millionaire because his land ‘is | 
classified while his..neighbour’s 
land alongside it is not.” Tha 
means the world’s revellers’ will 
have to get used to paying ever 
higher prices for bubbly. s 
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New Issue ^^ These Bonds with Warrants having been sold, this announcement appears. as a matter of тес ү June 1986 


Banque Leu (Luxembourg) s. : a , 


DM 100,000,000 | | 
2'2% Subordinated Bearer Bonds il 198 6/1996 


unconditionally guaranteed by | 
Bank Leu Ltd 
Zurich, Switzerland 


with Warrants to subscribe for = 
120,000 Bearer Participation Certificates of Bank LI Ltd | 


issue Price: 100% 

Exercise Price: sfr 620.~ per Bearer Participation Certificate | 
of sfr 100.- par value 

Exercise Period: September 12, 1986 through June 14; 1991 


Berliner Handels- und Frankfurter Bank 
Leu Securities Limited Swiss Bank Corporation International Limited | 


ommerzbank Deutsche Bank Dresdner Bank 
. Aktiengesellschaft Aktiengesellschaft . Aktiengesellschaft 


Union Bank of Switzerland (Securities) Limited 


Julius Baer International Banca del Gottardo Bank Gutzwiller, Kurz, Bunge 
Limited (Overseas) Limited | 


.. Bank Heusser & Cie AG Banque Paribas Bayerische Vereinsbank ' 
Capital Markets Limited Aktiengesellschaít 


| : : FHEBANK (Schweiz) AG Citibank Crédit Commercial de France 
Aktiengesellschaft 


ОС ВАМК Genossenschaítliche . Goldman Sachs . 
Deutsche Genossenschaítsbank Zentralbank AG ~ Vienna International Corp. 


< Handelsbank М. У. (Overseas). Kredietbank International Lombard, Odier Internati | TR | 


|. limited. Group . Underwriters S.A. 





B. Metzler seel: Sohn & Co. Миѕиі Finance International . Samuel Montagu & Co. 
4 Limited . Limited 


Morgan Guaranty GmbH Morgan Stanley International. Orion Royal Bank 
| i _ Limited 


Sarasin: International Securities Svenska Handelsbanken Swiss. Volksbank 
limited — — . Group | Te 


[s S.G. Warburg & Co. Ltd. Wegelin & Co. 
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Clap hands and all change 


The abrupt departure of Mexico’s finance 
minister, Mr Jesus Silva Herzog (on the 
left in the picture above), was a shock. 
Since his appointment in 1982, he has 
become a central figure in international 
finance, forging close links with men such 

Mr Paul Volcker, chairman of Ameri- 

's Federal Reserve Board. The debt 
troubles will not seem the same without 
him. As well as putting Mexico’s present 
debt talks in jeopardy, Mr Silva Herzog’s 
dismissal removes from contention the 
man most favoured by western bankers 
and governments to succeed Mr Miguel 
de la Madrid as president in 1988. 

Mr Silva left office on June 17th in the 
midst of a debate in the government over 
how much more austerity his restive 
countrymen could bear. Senior Mexican 
officials said he was dismissed because he 
was an "obstacle" to the formulation of 
economic policy. But few dare guess how 
his departure will affect his country’s 
negotiations with the IMF. 

A $6 billion rescue package to help 
service the country’s $98 billion foreign 
debt hangs in the balance. The good news 
is that the new finance minister, Mr 
Gustavo Petricioli (on the right above), 
formerly head of the biggest state-owned 
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development bank, is from the same 
Yale-educated mould as his predecessor. 
Mr James Baker, America's treasury sec- 
retary, reports that Mr Petricioli is “а 
moderate on the debt issue, not having 
favoured its politicisation". 

It had looked as if an agreement on an 
IMF-backed rescue package was near. Mr 
David Mulford, assistant secretary of the 
American Treasury, even seemed to be 
announcing its terms: $1 billion each from 
the IMF and the World Bank; $600m- 
900m from the government creditors; an 
undisclosed amount from Japan (said by 
others to be about $400m-600m); and 
about $2.5 billion-2.7 billion from the 
commercial banks. But a week later, after 
the unannounced visit of a team of Mexi- 
can officials to Washington, the debate 
was still on in Mexico City over the strings 
that the IMF wants to tie round any 
package. American and European com- 
mercial banks have insisted throughout 
that they too will provide fresh money 
only if the Fund's conditions are met. 

President de la Madrid is telling Mexi- 
cans that he wants “to adjust foreign 
debt-service payments to our capacity to 
pay", and that he will “impede a drastic 
fall in the Mexican economy". The bud- 


get minister, Mr Carlos Salinas de Gor- 
tari, takes a different tack: he wants 
priority given to economic growth. Mr 
Salinas seems to have gained strength 
from Mr Silva Herzog's departure. If his 
voice in the cabinet begins to be heard 
more, foreign bankers fear that Mexico 
may take a cruder line with creditors, and 
might edge towards a moratorium. 

The stumbling block, as it has been 
throughout, is the size of the fiscal deficit. 
Much of it is caused by the need to service 
the big domestic debt which Mr de la 
Madrid inherited. Last year, it was about 
10% of GDP. The oil-price slump this year 
pushed it higher: Mexico's budget-cutters 
now have to tangle with a deficit that is a 
scary 18% of GDP. The aim last Novem- 
ber was to cut between 4% and 5%— 
drastic by any standards. Now, that is not 
enough even to deal with the loss of oil 
revenue. When pressed, the Mexicans 
suggested more cuts, some spread over 
several years, which would have pro- 
duced a deficit of about 12-13% in 1986. 
No good, said the IMF: so large a deficit 
will push the annual inflation rate even 
higher than its present 90%. 

Before he went, Mr Silva Herzog of- 
fered to cut the budget deficit to 8-10% of 
GDP. That may have been too much for 
the cabinet. To offset the political impact 
of budget cuts, he is said to have argued 
for a 90-day suspension of $1.6 billion of 
the $3.6 billion in interest which falls due 
in the second half of the year—provided 
the banks agreed. (They would be unlike- 
ly to: they are being asked for more 
millions for Mexico at the same time.) 

Senior American officials concede that 
Mexico has already made drastic fiscal 
adjustments and is doing most of the right 
internal things. If oil had stayed at $22 a 
barrel, they say, Mexico might even have 
had a budget surplus this year. 

The economy is opening up. Export- 
biased foreign investments are automati- 
cally approved after 30 days unless the 
government states specific reasons” for 
blocking them before then. Exceptions 
are frequently made to the rule that 
Mexicans must hold 51% of new foreign 
investments. Assembly plants on the 
American border, known as maquila- 
doras, are allowed to function farther 
south and are spreading. Privatisation of 
state-owned hotels and property compa- 
nies is under way; an airline and a bottling 
plant will follow, with more to come. The 
government has shed thousands of jobs 
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steel plant. It has reduced food subsidies. 
‘Living standards have fallen sharply. 
Quite brave as far as it goes, say the 
'foreign lenders. But look at that deficit: 
train fares and tariffs for telephones are 
far too low, water and electricity are still 
. wildly uneconomic, and tax collection is 
still inefficient. The IMF has probably 
asked Mr de la Madrid to raise the prices 
-of these and other subsidised services and 
to collect more taxes. He knows, howev- 
er, that every time that he introduces 
| Sound economic policies, most of which 
; cut living standards in the short term, his 
government becomes even more unpopu- 
lar than it is already. 


` Why should that be? 


When the dollar soars or slumps—eg, 
because of a sudden shift in confidence 
over the. American. economy—why do 
some European currencies (especially 
. the. D-mark) make gains against the 
. Others? Mr Francesco Giavazzi of the 
University of Venice and Mr Alberto 
Giovannini of the Columbia Business 
School consider two explanations". 
First, some of Europe's financial mar- 
kets (especially those in West Germany) 
may be better than the others at offering 
și assets which are close substitutes for 
1,"dollar-denominated assets. When inves- 
tors shy away from dollars, they go for 
. the next best thing, and that usually 
means dependable D-marks. The trou- 
ble is that; whenever economists have 
‘built this plausible-sounding idea into an 
“economic model, and then tested it 
against data, they have failed to confirm 
or disprove it. 
The authors turn to another answer: 
“exchange: controls. Though the Europe- 
an Commission is.promoting a plan to 
phase out capital controls in Europe (see 
 .page 12), some countries have much 
farther to go than others. The chart 
opposite applies а simple test to France 
ànd Italy; it compares the interest rate 
"ona domestic three-month money-mar- 
ket deposit with the rate on its Euromar- 
ket counterpart. Without capital con- 
trols, (ће (мо, rates—in effect, ап 
offshore rate.and an onshore rate for the 
same asset—would be the same. — — 
Ttaly’s rates diverge persistently. Al- 
though France’s came together after the 
most recent EMS realignment in March, 
the earlier pattern of divergence gives 


tion of the franc, lenders in the open (ie, 
‘Eurocurrency) market needed а premi- 
um of up to 4$ percentage points to hang 





Љу shutting a loss-making state-owned — 


the game away. Anticipating à devalua-. 
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New Bruno at the 
central bank 





JERUSALEM 


Professor Michael Bruno, who was sworn 
in as the new governor of the Bank of 


Israel on June 18th, faces two immediate 


tasks: to implement the Bejski commis- 
sion’s recommendations on reforming Is- 
raeli banking; and to help prevent Israel's 
year-old economic recovery being ruined 
by a return to old hyperinflationary ways. 

Mr Bruno, a clever, firey 54-year-old, 


| A pitfall for Europe's money market — 
. Foreign-exchange markets have got used to something which, on reflec- - р 


Шоп, seems odd: when the dollar's value jumps about, Europe often has to 
realign the currencies that make up the European monetary system (EMS). 


on to their franc-denominated assets. 
Investors in the less-open (ie, domestic) 
market, hemmed in by capital controls, 
did not get it. Note that the much- 
vaunted liberalisation of France’s ex- 
change controls, announced in May by 
the new government of Mr Jacques 
Chirac, will have little effect on these 
money-market disparities: French inves- 
tors will still be unable to put their francs 
into foreign bank accounts. 

Capital controls go far to explain the 
EMS puzzle. Suppose American interest 
rates rise—cutting, by the same amount, 
the relative return on D-mark assets and 
lira assets. Thanks to capital controls 
investors find it harder (or, much the 
same thing, more expensive) to shift out 
of lire than to move out of D-marks; so 
as the dollar rises, the lira falls by less 
than the D-mark. 


Out of control 
This link between capital controls and 
the EMS raises a worrying question. What 
will happen if the European Commission 
gets its way, and capital controls are 
abolished altogether? One effect would 
be to make domestic interest rates far 
more volatile. Without capital controls, 
the interest rate in the French money 
market, for example, would have had to 
match the rise in the Eurocurrency rate 
- in the weeks before May's realignment. 
Like outsiders, French investors, too, 
would have demanded compensation for 
holding a currency that they expected to 
be devalued. 

Greater volatility in interest rates 
would-be economically harmful, not to 
тепбоп embarrassing, to the govern- 
ments whose currencies comé under 
pressure as a result. There is a risk that 
the EMS might break down altogether. 











——' has plenty of practical experience in pub- 


lic service to bolster his academic creden- 
‘tials. He is co-author: of last year’s eco- 
nomic stabilisation programme. Doubling 
as governor of the central bank and as а 
member of the programme's follow-up 
panel will give him more say on the 
economy as a whole than almost all his 
predecessors in that job; = 757. 

The last one, Mr Moshe Mandelbaum. 
was sacked following the publication о! 
the Bejski commission’s report on the 
causes of the 1983 bank-share scandal. 
The commission also found the heads о! 
Israel's four main commercial banks unfit 
to be bankers. Only one resigned; the 
others are either holding on. or have 


From this. the authors conclude. that ( 
capital controls are а necessary part of | 
the present EMS—-and that, paradoxical- ` 
ly, the system is really an obstacle to the . 
ideal of full European monetary union, |. 
not the stepping-stone towards it that its. | 
creators had in mind. Fo ; 
Such pessimism is right only if the | 






interest rates: 
mem Onshore. 3-month interbank 
meme offshore: 3-month Eurocurrency 
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EMS's member governments fail to bring 
their economic policies more closely into 
line. As fiscal and monetary decisions 
come together, so can interest rates; 
turbulent money markets will then be 
less of a problem. The real test for the 
EMS, therefore, is whether it can pro- 
mote policy convergence. So far it has __ 
passed that test. But the authors are 
right to caution that, with freer-flowing 
capital, the price of failure will become 
higher. ^ — ^ ^ ; 
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* “The EMS and the dollar" by Francesco 
Giavazzi and Alberto Giovannini.: Eco- 
nomic Policy No 2, April 1986.. 









Cheap loyalty? 


America’s discount stockbroking firms 
face a marketing conundrum. How to 
build loyalty among customers who by 
definition tend to switch to the cheapest 
broker they can find? 

According to Mr Herbert Quacken- 
bush, a senior vice-president of Charles 
Schwab, the California doyen of the 
discounters, the solution is to offer a 
range of financial services in addition to 
the basic business of no-frills shares, 
bonds and listed-options. So Schwab is 
starting to sell high-yielding certificates 
of deposit (CDs). The firm intends to add 
secured and unsecured personal loans, 
credit cards and home mortgages. 

Schwab says it has already sold $10m- 
worth of CDs, although it will only start 
advertising them from June 23rd. It has 
signed up ten offering institutions so far, 
mostly California savings and loan asso- 


moved sideways after being given exorbi- 
tant "compensation" by their boards. 

On taking office, Mr Bruno pledged to 
fulfil the commission's recommendations 
on the bank directors, sacking them if 
they do not quit. But he has not com- 
mented publicly on the commission's two 
more complex recommendations: a basic 
reform of the banking system, including 
its separation from the management of 
share-owning funds and investment coun- 
selling; and the prosecution of some of 
the banks for suspected fraud. 

Mr Bruno is better known for his views 
on the economy, which lean towards 
monetarism. On most other things, he is 
left of centre. He is a member of the 
Peace Now movement and was brought 

Po a socialist. Nonetheless, the Labour- 

t "d government surprised many by pre- 
ferring him for the central-bank job to the 
easier-going deputy finance minister, Mr 
Adi Amorai. 


American banks 


A coffin for 
Glass-Steagall 


Two more nails have been driven into the 
coffin of American laws which try—with 
ever less success as financial markets are 
deregulated—to keep banking and the 
securities business separate. On June 
13th, the Federal Reserve Board ruled 
that County Securities Corporation, a 
subsidiary of Britain's National Westmin- 
ister Bank, is free to offer institutional 
investors one-stop research, advice and 
execution. Banks are doing all these 
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ciations, such as Cal Fed, Gibraltar and 
First Nationwide of San Francisco. 

Schwab gets a fee from the offering 
institution for each customer, while the 
customer pays a charge for access to 
Schwab’s services. The firm reckons it 
can get away with doing the same with 
credit cards and loans. It would search 
for the best-looking deals, then try to 
convince the institutions to pay to have 
their products on its lists. 

Schwab says its new businesses have 
only been made possible by the $50m it 
has spent on computers in recent years. 
Others are uncertain of the sharpness of 
that competitive edge. Mr Leslie Quick, 
president of Quick & Riley, a New York 
discounter, reckons that the banks have 
already secured this bit of the market for 
financial services. His firm, he says, 
plans to stick to stocks and bonds. 





things already, but have had to scatter 
them around different subsidiaries. 

Then, on June 16th, the Federal De- 
posit Insurance Corporation (FDIC) voted 
to reconsider a ban due to go into effect 
this month on the common marketing of 
banking and full-service securities ser- 
vices. Merrill Lynch Bank & Trust Co 
and Prudential Bank & Trust Co, affili- 
ates of big securities firms, were the main 
petitioners in favour of letting securities 
firms and related banks use the same 
names, logos and premises. 

Neither decision will go down quietly. 
On June 18th, the Securities Industry 
Association (SIA), the investment banks' 
trade association, was considering suing 
the Fed. Independent regional bankers, 
for their part, were muttering against the 
FDIC. Its decision, if confirmed by anoth- 
er vote of the board, will allow the many 
big securities firms which have recently 
acquired state-chartered banking units to 
capitalise in local markets on their nation- 
al name and image. 

Most big banks are little affected by the 
ban or its repeal; the Fed, not the FDIC, 
lays down their (more restrictive) laws. 
For them, the NatWest case is the more 
important. So NatWest's foreign and 
American rivals are now sending off for 
copies of the Fed's 45-page ruling. 

The board considered two issues. The 


first was whether County's proposed ac- . 4 


tivities were “so closely related to bank- 
ing as to be a proper incident thereto” 
and hence all right under the Bank Hold- 
ing Companies Act. It concluded they 
were, in part because other banks were 
doing them too in different form. Offer- 
ing all these services under one roof 
would not encourage unsound banking 
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practices, increase conflicts of interest, or 
concentrate market power unduly, the 
Fed found. Rather it said, County’s effi- 
ciency and the market's competitiveness. 

The second issue was whether County’s 
grand design violated the Glass-Steagall 
Act’s general ban on banks selling equi- 
ties to the public. It did not, held the Fed: 
Glass-Steagall concerns itself about issu- 
ing, underwriting and making markets in 
securities, while County just wants to flog 
a few. Though the Fed noted that County 
proposed dealing only with sophisticated 
institutional investors and not as a princi- 
pal, it said its decision was not conditional 
upon these restrictions. Bankers expect 
another application shortly to push the 
precedent further. 

Bankers Trust, the commercial bank- 
turned-wholesaler, is one of those study- 
ing the NatWest decision. Bankers Trust 
may also succeed in driving a further nail 
into Glass-Steagall before long. The bank 
got permission from the Federal Reserve 
to place commercial paper. The SIA sued 
and a district court reversed the Fed. Now 
Bankers Trust is waiting for a judgment 
from the federal appeals court in Wash- 
ington, which heard the case in April and 
is expected to rule soon. 


Sweden 
Loosening up 


STOCKHOLM 


Sweden is slowly overcoming a reluctance 
to loosen its foreign-exchange controls 
and open up its financial markets. “I do 
not want to throw the country into the 
hands of international speculators,” Mr 
Kjell-Olof Feldt, the finance minister; 
said on June 12th. But, since 1981, for- 











EXTRACTS FROM THE PRELIMINARY ANNOUNCEMENT. 


The Groups pre-tax profit of £105.8m is very 
~ much in line with expectations for this untypical year. 


The reduction of £10.2m (9%) over 1984-85 is due 


Uae primarily to the accelerated redundancy programme, 


which has cost £21.1m (£11.5m higher than last year) and 
-the negative effect of foreign currency translations which 
have reduced the pre-tax profits by £10.9m compared 
with the previous year. Without these two factors, the 
year as a whole would have shown an improvement of 

£120m (10%). 
The second interim dividend has been increased 


by 1р to 8.5p per share — a total for the year of 13.5p. 


UNITED KINGDOM IMPROVEMENT 

The steady improvement in our United Kingdom 
trading operations before redundancy has been main- 
tained with profits at £15.4 m ~ up 13% on 1984-85. 

Our core United Kingdom businesses of flat glass, 
safety glass, and glass fibre insulation are benefiting from 
| improvements in their cost structures and in each case 


^ {Һе market demand is now better matched to their 


manufacturing capacity. 

Pilkington Insulation Limited has had a much 
improved year, with a strong return to profitability 
before exceptional redundancy costs. 

Electro-Optical division had a mixed year. Both 
Barr & Stroud and Pilkington PE have improved their 
trading performance. This has been somewhat offset by 

¿poor results in some small new venture companies 
attached to the division. 
; Ophthalmic division continues to make good 
.. progress, with excellent results from Sola. 
Capital expenditure in the United Kingdom 
amounted: to £34.9m, nearly 90% of which was related to 
expenditure on existing assets. 


OVERSEAS PERFORMS WELL - 

The overseas investments of the Group have 
continued to perform well, the shortfall in trading 
profits of £8.9m over the last y year being almost entirely 
due to exchange rate effects on year-e end translation. 


-< Flachglas AG. has held its own in a difficult 
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ad a much better year. 





environment, and Pilkington. Floatglas AB in Sweden: 





Very good performances have been achieved їп 
Australia, South Africa, and Argentina, with Brazil and 
New Zealand. good but somewhat below last pars 
excellent results. i 

Capital expenditure aoned: to £136. As of 
which £52:1m was related to the upgrading of existing 
assets and £84,7m to acquisitions. ; 

Libbey-Owens-Ford accounts for due allofour 
share of profits from related companies. 


PROSPECTS 


Givena satisfactory year for the world. economy, ме. 
expect an improvement in the Groups trading ^. 


overall, with the United Kingdoms. profitability 
benefiting from further gains in productivity. 
ANTONY: PILKINGTON CHAIRMAN 













Trading Profit: 
Licensing income: 

Related companies: 
Investment income: 
Net interest paid: 


Group profit before tax: ` 






Earnings per share: 
Dividends per share: 


Dividend cover: 


The above figures include an additional contribution to 
replacement at current cost and obsolescence. On an 


historic cost basis comparable figures would be: 
Group profit before tax: 13б. 7m. £148.3m 
Earnings per share: an 280p | 369p 


The Pilkington Annual Report will be circu ed to shareholdersi in realy July when 
copies will also be available from che Company Secretary, Pilkington Brothers plc, 
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| Befriended by foreigners 
Swedish stockmarket LV 400 


Jacobson and Ponsbach inde: 
Dec 3118562100 Е 


in $ terms [UN 


Source: Stockholm Stock Exchange To date at annual rate May Stst 


eigners have been able to buy non-voting 
' shares in Swedish firms (this foreign mon- 
геу has stimulated the Stockholm bourse). 
Now, the government is proposing to 

make it easier for both Swedish compa- 

nies and individuals to invest abroad. 
Swedish companies can at the moment 






money they borrow abroad. Later this 
аг this restriction will be lifted. It was 
introduced in the early 1970s in the belief 
‘that keeping Swedish money in Sweden 
would stimulate jobs. At 2.3%, the Swed- 
ish unemployment rate remains among 
the lowest in Europe, but this success 
‘owes little to capital controls. The volume 
of investment abroad by manufacturing 
companies has increased by 12-15% a 
year over the past decade, while manufac- 
uring investment in Sweden was lower in 
Жел! terms in 1985 than in 1975. The 
number of people employed abroad by 
Swedish companies has doubled over the 
past decade to 400,000, while manufac- 
turing jobs in Sweden have fallen by 
:200,000 to 800,000. 
. More liberal controls for companies are 
likely to be followed by.an easing of the 
, restrictions against Swedes buying foreign 
shares. These have been in place since 
1939. As a first step, Sweden's central 
bank is permitting individuals to invest in 
a new unit trust which will buy shares in 
e Socíal Democratic government is 
Бу no means. convinced that Swedes 
should be allowed complete freedom in 
buying shares abroad. Nor is it planning 
to lift its restrictions on inward ог out- 
ward investments in bonds. But Mr Lars 
Wohlin, governor of the central bank 
1979-82 and now head of the Urban 
gage Bank, Sweden's largest bond- 






















_ only make foreign direct investments with ' 








issuing institution, thinks the tide of liber- 
alisation is irresistible. Not that he neces- 
sarily favours it: "Shall we," he says, “be 
able to maintain rates of public spending 
and taxes which are much higher than in 
other countries?" 


NTT 
Phoning home 





TOKYO 


How, asks an American fund manager 
investing in Japan, can he beat the Tokyo 
stockmarket index when he is banned 
from buying a new issue worth more than 
7% of the market's value? At the end of 
1986, Japan's Ministry of Finance will 
float Nippon Telegraph & Telephone on 
Tokyo's stockmarket in the world's big- 
gest new issue, beating British Telecom 
even though only one eighth of its shares 
are to be sold this year. Yet only Japanese 
will be allowed to buy the shares. 

The Finance Ministry is completing its 
plans for the NTT issue. The firm, which 
lost its domestic telecommunications mo- 
nopoly in April 1985, will list 15.6m 








Companies hit by low commodity prices 
may learn to use commodity-linked 
bonds as long-term price hedges. If a 
new oil-linked bond from Sohio, BP's 
American subsidiary, proves successful, 
issues linked to gold, silver or other 
commodities may follow. 

Sohio is the first big oil company to 
issue securities linked to the price of oil. 
It is. raising $250m through deep-dis- 
count bonds which ‘are attached to oil- 
indexed notes. The bonds provide the 
investor with a conventional yield. But 
the notes, which are redeemable at their 
face value in 1990 or 1991, pay no 
interest; unless the price of a barrel of oil 
is then above $25. Any interest that is 
due will reflect the amount the oil price 
has risen above that level, and is paid in 
one dollop at redemption. A note holder 
gains, compared with a conventional 
bond, if the oil price tops $30. 

It is a smart deal for Sohio—provided 
oil stays below $25; it then saves about 
1-2% compared with a normal bond 
issue. And if the oil price did rise, the 
company would be in such a strong 
position that it could afford the extra 
interest. In effect, Sohio has hedged the 
production of 10m-15m barrels of crude 
oil to 1990 or 1991. 

The notes are detachable from the 
bonds. Conventional institutional inves- 
tors are likely to buy the bond-cum-notes 
and then sell the notes to those willing to 
bet on the oil price. The investment 
banks arranging the deal, First. Boston 





Bonds over a barrel 























shares at a face value of Y50,000 ($300). 
Of those, 1.95m are to be sold to inve: 
tors before March 31 1987, and the rest 
held by the government. The ministry 
expected to sell a further 1.95m shares in 
each of the next three years so that, by 
March 1990, 50% will be in private hands, 

The ministry has studied the flotation 
of British Telecom in 1984 and wants to 
avoid what it sees as two British mistakes. 
One is Mrs Thatcher’s use of discounts 
and bonuses with BT shares to encourage 
"popular capitalism". Japan has no truck 
with such ideology. The second-is that 
Britain set its price for BT shares too low; 

For NTT's initial flotation, a dual meth- 
od of allocation will be used. In October, 
10-20% of the 1.95m shares will be put up. 
for bidding by about 10,000 institutional. 
investors and rich individuals. Investors 
will send sealed bids direct to the minis- 
try. The highest bidder will get а Ше 
shares he wants at the price he offers, up 
to a maximum lot size likely to be set in 
July; lower bidders will get what is left at 
whatever price they bid. 0 

The ministry will use this bidding to set 
a fixed price for the remaining 80-90% of 
the 1.95m shares. Application. forms for. 









and Lazard Freres, expect three sorts of 
investor to buy the notes: companies 
which use a lot of oil, such as airlines and 
shipping lines, who want to. hedge 
against the. chance: of the price rising; 
pension funds whose liabilities are linked. 
to inflation and so. need a hedge against 
inflation; and speculators (at the, mo- 
ment, it is not possible to buy oil futures 
beyond a year and a half). — 

Five years ago, there were gold-, silver- 
and oil-linked bonds. They performed 


























poorly. This was partly because commod- 
ity prices had already peaked, and partly 
because the issuing companies were not 
top-grade investment names. Neither 
factor applies to Sohio’s new bond issue. 
Lazard Freres thinks that with commod- 
ity, currency and interest-rate: move- 
ments increasingly interlinked, more se- 
curities will be designed to protect those 
vulnerable to these relationships. 
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these will be distributed through the retail | 


branches of securities firms in November. 
Any investor may apply but, at the re- 
quest of securities firms, preference is to 
be given to individuals by allocating small 
lots first. The ministry does not care 
which Japanese buy NTT shares, but the 
big four brokers (whose speciality is retail 
sales) want to try to stem the decline in 
individual share ownership in Japan. NTT 
will then be listed on the Tokyo ex- 
change, probably in January 1987. 

What price will NTT fetch? On March 
31 1986, the firm had net assets of 
222,000 for each of the 15.6m shares. 
The average price of a share on the Tokyo 
market is 3.5 times net assets per share, 
suggesting a price of Y777,000 a share for 
NTT. Those who argue that NTT can make 
big savings from greater efficiency, and 
that it will be a daunting competitor in 
new telecommunications businesses, ex- 
pect a higher price. Daiwa Securities 


Banks in Hongkong 


To stay or not to stay 


Five years ago, bankers in Hongkong 
fretting about regional rivalry looked 
over their shoulders at Singapore. Today, 
they glance in the opposite direction—to 
liberalising Tokyo and tomorrow’s mas- 
ter, Peking. Many big foreign banks, with 
American banks leading the way, have 
already shifted most of their securities 
dealers from Hongkong to Tokyo, along 
with excess staff left under-employed by 
the slump in regional lending. Mean- 
while, the Bank of China, bolstered by 
the recruitment of Hongkong-bred MBAs, 
is emerging as a commercial rival. 

Syndicated lending, which five years 
ago accounted for 75-80% of the mer- 
chant-banking business of Hongkong’s 
foreign banks, has shrunk to 10% or less. 
Foreign bankers left in Hongkong are 
wondering if the still-elusive China busi- 
ness, the development of a Hongkong- 
dollar capital market, or possible disillu- 
sionment with pricey and bureaucratic 
Tokyo make it worth staying on. 

The optimists say that Hongkong and 
Tokyo can become complementary. To- 
kyo will be the centre for yen-denominat- 
ed issues, securities and some swaps, they 
argue, while Hongkong concentrates on 
China and South-East Asia. But much 
depends on how far and fast the Bank of 
China continues to transform itself from a 
marginal player in Hongkong’s capital 
markets into a leading bank there. 

The Bank of China is expanding its 
local branch network and now has some 
20% of local deposits. Its support for 
financial instruments issued from Hong- 


reckons the price could be anywhere 
between Y500,000 and Y3m. 

At, say, Ү1т, the Finance Ministry 
would raise Y1.95 trillion from this year's 
sale, nearly double the proceeds from the 
sale of 50.2% of BT and equal to nearly 
496 of central-government revenue this 
year. NTT would then rival America's IBM 
as the world's most valuable company. 

Japan is refusing to turn NTT into an 
internationally-traded equity like BT be- 
cause of opposition from the Ministry of 
Posts & Telecommunications, which con- 
trols NTT. Officially the reason is to 
maintain sovereignty over telecoms; un- 
officially it is chauvinism mixed with a 
preference for tame shareholders. Daiwa 
Securities says it sees no good reason for 
the ban. It has lobbied to have shares 


available to foreigners, for which the law 


would need changing. Will it ever be? 
The Finance Ministry shrugs, blaming the 
Postal Ministry. 


HONGKONG 


kong has increased local confidence, even 
when, as with a recent Citibank-led issue 
of certificates of deposits, its participation 
was mostly for public-relations purposes. 

Foreign bankers want to see China 
raise more money for itself through 
Hongkong. So far it has preferred to use 
samurai bonds from Tokyo. There has 
been only one bond issue through Hong- 
kong; the HK$300m ($38.5m) raised by 
China's investment agency, CITIC. The 
day of the dimsum bond is a way off yet. 

There may be better prospects for 
commercial-paper issues, such as the 
HK$250m issue for Guangdong Enter- 
prise Holdings. It was co-led by Paribas 
Asia and China Development Finance, 
the Bank of China's merchant bank run 
by Mr Lo Chung-hing, one of the Bank of 
China's rising stars. Bankers will proba- 
bly want a better deal in future, though, 
than that issue's underwriting margin of 
only 4% over Hongkong interbank of- 
fered rate. 

Western bankers know that showing 
goodwill in competing for China's busi- 
ness does not pay Hongkong's (again 
rising) rents. Nor can they rely on their 
old stand-by of participating in syndicated 
loans—as they were reminded only this 
week when the Korea Development 
Bank unexpectedly postponed a $500m 
credit that was being organised in the 
colony. And western bankers find them- 
selves fighting the Japanese for what little 
regional lending there is. 

Regional lending may pick up if the use 
of transferable loan certificates increases, 





Local heroes 
Bookrunners of HK$ fixed- and floating-rate issues 


January-May 1986 
Position (1985 Number Value 
position) of issues (HK$m) 
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making the loans tradeable and thus more 
flexible, but foreign bankers say that the 
outlook for Hongkong’s domestic capital 
market will have more influence on their 
decision to stay or go. This has grown 
rapidly from three CD issues in 1984 worth 
HK$260m to 35 worth HK$6.3 billion 
far this year. The market received a vodi 
this month when the government decide 
to let unit trusts buy Hongkong-dollar 
denominated commercial paper. This fol- 
lowed its approval for a currency-man- 
agement fund run by Jardine Fleming to 
switch its denomination from United 
States to Hongkong dollars. 

Until now the market has consisted of a 
few merchant banks shuffling paper be- 
tween themselves. As well as broadening 
the market, the changes challenge the 
colony’s interest-rate cartel, dominated 
by the Hongkong and Shanghai Banking 
Corporation. Local banks with their 
mawkish interest rates on Hongkong dol- 
lar deposits (2.75% on savings accounts; 
3.5% on one-month time deposits) now 
look likely to face competition for depos- 
its from the money-market funds that are 
seen as the next step. 
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Uses and abuses of genetic 


fortune telling 


For virtually every disease, there is a 
given probability that somebody or a 
particular group of somebodies will be- 
come its victims. It could be a huge 
medical advance if probability were re- 
laced with certainty: if you could, for 
фо not merely remind 

avy smokers that they are at 
increased risk of emphysema 
but could then—while all of 
them are still in good health— 
give them a blood test which 
would sort out precisely which 
of them would face disastrous 
lung deterioration if they contin- 
ued to smoke and which would 
escape. 

Focus Technologies of Wash- 
ington, DC, has thought up just 
such a scheme. It has entered 
into agreements with Equitable 
Life Assurance and the Hospital 
Corporation of America, a for- 
profit chain that operates some 
400 hospitals and health-mainte- 
nance organisations (which pro- 
vide all the health care their 
subscribers need for a flat fee), 

put the scheme to work. 

A trial run is to begin later 
this year. If all goes well, Focus 
says that Equitable will start to 
sell the “product” some time in 
1988. It will detect individual 
susceptibility not only to emphy- 
sema, but also to several dozen 
other disorders, among them 
asthma, blood-vessel and heart 
disease, diabetes, ulcerative co- 
litis, female hormonal dysfunc- 
tions and cancers of the skin, 
breast, cervix and lung. As many as 200 
more may be added later. 

The mechanics are quite simple. Those 
destined to have emphysema produce low 
levels of alpha-1 antitrypsin (AAT), an 
enzyme that detoxifies tar, including the 
tar smokers get from cigarettes. An indi- 
vidual’s production of AAT is determined 
by his genes. Thanks to the tools of 
molecular biology, it is now possible to 
determine who has a gene or genes that 
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A lot depends on their genes 


WASHINGTON, DC 


result in skimpy levels of AAT and those 
whose genes are more generous. 

The California Institute of Technology 
recently announced that it had devised a 
machine that could eventually be used to 
decode all of the 50,000 or more genes 





2.7999 





that reside іп the nucleus of every human 
cell. This and other such developments in 
this fast-moving field are likely to speed 
the development of predictive “markers” 
for any ill the flesh is heir to—and to do so 
at a fraction of the costs of previous 
techniques. A marker is an easily located 
gene fragment that lies close to the gene 
that matters. From the kind of marker 
present scientists can predict what version 
of the gene the person has. 





Focus believes that early knowledge of 
susceptibility should be used only for 
preventing the disease. Accordingly, it 
and the scientists it is dealing with are 
developing markers only for illnesses for 
which prevention strategies are available. 
The results of the testing will be disclosed 
to nobody apart from patients and, if they 
wish, their doctors. 

Still, the Focus Technologies of this 
world make some people nervous. 
Among the nervous is Dr Neil Holtzman, 
a physician-geneticist on leave from Balti- 
more's Johns Hopkins University who is 
preparing a report on suscepti- 
bility testing for the Congressio- 
nal Office of Technology 
Assessment. 

Dr Holtzman has so far sur- 
veyed 115 American biotechnol- 
ogy enterprises and found that 
at least 20 of them are either 
actively developing tests for ge- 
netic susceptibilities or planning 
to do so within the next five 
years. Since, he says, everybody 
is predisposed by heredity to 
some illness, molecular biology 
will almost certainly touch the 
lives of everybody and possibly 
in ways that are not entirely 
benign. He worries, despite the 
disclaimers from Focus Technol- 
ogies, that  health-insurance 
plans will use genetic testing 
either to exclude people from 
enrolling in them or—for those 
destined eventually to get costly 
illnesses—to charge higher 
premiums. 

As most Americans get their 
health insurance through their 
employers, job discrimination 
on the basis of your biology and 
the biology of your spouse and 
children is, he thinks, also a 
distinct possibility. If there is 
money to be saved by spotting 
who will get diabetes or have a 
heart attack ten years from now, or who 
will be rendered less useful because of 
manic-depressive illness or the early on- 
set of Alzheimer's disease, employers 
may steer clear of recruiting such people. 

A farther-fetched worry is that genetic 
testing can, in principle, be used to tell 
those who can withstand occupational 
exposure to chemicals from those who 
cannot. Thus, instead of making work- 
places safe for everybody, industry may 
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be tempted to economise by hiring only 
those whose genes promise to make them 
invulnerable. It could—though this seems 
unduly pessimistic—relegate those with 
susceptible genes to dead-end jobs. 

The dangers are made more acute 
because the predictive powers of genetic 
testing for many of the more common 
disorders are limited. Molecular probes 
may, for example, suggest a predisposi- 
tion to adult-onset diabetes, but they 
cannot predict how severely the patient 
will be affected or when. Because the 
expression of disease often depends on 
many genes, some people with genetic 
predispositions that can be spotted by 
these tests are probably at no risk at all. 
For the foreseeable future, there is no 
guarantee that the tests will either catch 
all those who are vulnerable or avoid all 
those who are invulnerable. 

The picture is clearer for the so-called 
classic genetic diseases—those caused by 
specific genes or chromosomes gone 
awry. Cystic fibrosis and sickle-cell anae- 
mia occur when a child inherits from both 
its parents the same detrimental gene and 


Palm oil 


so gets a double dose. Down's syndrome 
is the result of being given by heredity 
three copies of a certain chromosome, 
instead of the normal two. 

Molecular biology is making great 
strides in identifying such conditions— 
and there are hundreds of them—ever 
earlier before birth and ever more cheap- 
ly. Hence, not just women at known risk 
of having an affected child, but all preg- 
nant women, or all prospective parents, 
could be routinely screened for the faulty 
genes. Why not, if it avoids the birth of 
children who either immediately or later 
in life—Huntingdon's disease does not 
appear until the gene carrier is grown 
up—are destined to be gravely ill or to 
need costly treatment? 

That is one way to look at it. But there 
are others, says Dr Holtzman. Aborting 
all the affected foetuses might discourage 
the search for cures, by reducing the 
potential market for any such cure. That 
would leave those already living with 
these terrible conditions—as well as foe- 
tuses who will inevitably slip through the 
detection net—with little hope. 





Here no weevil 


Success in tropical agriculture sometimes 
depends on borrowing plants from other 
continents. Rubber trees came originally 
from South America and oil palms from 
Africa, but it is in Asia that rubber and 
palm oil are harvested in big quantities. 
One of the reasons that exotic plants have 
thrived is that they left their pests and 
diseases behind in their native lands. But 
not all insects are pests; some benefit the 
plants they live on. 

Until a few years ago, most Malaysian 
palm-oil producers had to hand-pollinate 
their palm trees, which have separate 
male and female flowers, at a cost esti- 
mated at up to M$20m ($9m) a year. In 
their native West Africa, or so the experts 
said, oil-palm flowers were pollinated by 
the wind. Some scientists, like Dr Leslie 
Davidson of the Unilever Plantation 
Group, did not believe this. For wind is 
not lacking in Malaysia, whereas certain 
insects that live in the flowers are. 

So Unilever sent Dr Raman Syed of the 
Commonwealth Institute of Biological 
Control off to the Lobe estate near 
Ekondo Titi in Cameroon to discover 
what makes African palms fruitful. He 
found weevils that feed off a juice pro- 
duced by the male flowers. While it is 
feasting, a weevil's body gets covered in 
pollen. Although the female flowers do 
not produce the juices, weevils visit the 
females too, attracted by the smell. Dr 
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Syed proved that wind plays only a small 
part in palm pollination. 

It was then discovered that another 
insect called Thrips hawaiiensis was al- 
ready pollinating palms in West Malaysia, 
but inefficiently. It cannot fly around 
easily, so only manages to get to about 
three palm trees before it dies, and its 


Weevil fodder 


pupae die in heavy rain. 

In 1980, around 3,000 pupae of Elaei- 
dobius kamerunicus, the most promising 
of the African weevils, were brought to 
Kuala Lumpur in Malaysia. Nearly 8096 
perished during the journey. Introducing 
an exotic creature can cause more trouble 
than it solves: when weasels (sic) were 
introduced to New Zealand to control 
rabbits, they ignored the rabbits and 
began promptly to exterminate lots of the 
local birds. So careful laboratory studies 
were carried out on the 600 weevils that 
survived the journey to see if they liked 
other Malaysian flora too much. They 
proved to have discriminating tastes and 
to be interested only in palm trees. 

A small trial was carried out in the 
Lake Garden in Kuala Lumpur before 
releasing the insects to the wild. The 
weevils proved successful as palm pollina- 
tors and few died in the wet season. 
However, the scientists had not b 
gained for one thing. Weevils are g 
flyers. They set off for other palm trees in 
Kuala Lumpur, and began to turn up in 
trees surrounding the University of Ma- 
laysia. In February 1981, as a recognition 
of the inevitable, the weevil was officially 
released in other parts of Malaysia. 

A year later West Malaysia was report- 
ing an increase of 10% in its palm fruit 
harvests. Sabah, which had not already 
had the benefit of Thrips, reported more 
impressive gains. Fruit yields increased 
there by up to 50%. But the oil producers 
were unable to realise the full benefits of 
the weevils' activity. The factories did not 
have enough equipment to cope with the 
extra fruit. 

However, in 1983, the palm trees' pro- 
ductivity fell. It rose again in 1984 but 
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dropped once more in 1985. Research is 
now being carried out to find out why. 
One theory is that the weevil-pollinated 
palms may be suffering from stress. The 
large quantities of fruit they produced 
following the introduction of the weevil 
caused the palms to draw on their reserve 
supplies of nutrients. As a result, the 
numbers of female flowers fell, because 
female flowers require large stocks of 
energy to produce fruit. Fewer female 
flowers meant less fruit. 

There are rival explanations. Papua 
New Guinea saw no reduction in produc- 
tivity after it introduced the weevil. Indo- 
A which did not have the weevil in 
1983, also saw its palm-oil yields drop. 
Dry weather could have been the cause of 
the decline. 

But while arguments over the merits of 
the weevil continue, palm-oil producers 

a more pressing problem. Prices of 

oil have slumped, following the rise 
in production but a fall in demand. The 
oil now sells for around $240 a tonne, 
compared with an average of $500 a tonne 
in 1985 and $730 a tonne in 1984. For 
Malaysia, which annually produces about 
4m tonnes of palm oil (worth $2 billion 
last year), 60% of the world's production, 
the slump is a disaster. The weevils have 
made the problem worse. 


The common cold 


Dose blockers 


Merck, an American drug company, is on 
its way to what could be a mighty money- 
spinner: nosedrops which protect against 
colds. The nosedrops contain a mono- 
clonal antibody that blocks the receptors 
through which most of the 115-odd strains 

rhinoviruses which cause colds enter 
p. cells they infect. Receptors are mole- 
cule-size trap-doors on the surfaces of 
cells lining the inside of the nose. With 
the receptors blocked, no virus can get in 
to take control. 

That is the idea, but so far it has had 
only limited success. In the first tests early 
this year, organised by the University of 
Virginia, 13 volunteer medical students 
took the antibody nosedrops and 13 took 
placebo nosedrops. When their noses 
were subsequently infected with heavy 
doses of virus, seven of the treated group 
and nine of the placebo group caught 
colds. Not an impressive difference. 

But the onset of colds among members 
of the treated group was delayed by one 
or two days and their symptoms were 
significantly less severe in all cases. Dr 
Richard Colonno, who heads the team at 
Merck, says he is “very encouraged” 
about the clinical potential for the recep- 
tor-blocking approach. He points out that 
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Holographic secrets 


Holograms can make excellent security 
devices—but forget the multi-coloured 
doves which flutter on today's credit and 
cheque-guarantee cards. Applied Holo- 
graphics, a small British company based 
in Essex, has produced something more 
ambitious. It uses holography to print 
and, more remarkably, read secure la- 
bels and information tags. 

Because the equipment it uses is com- 
plicated to make and will be tightly 
controlled, the company reckons that 
coded holographic labels will help com- 
bat counterfeiting (a crooked business 
with a worldwide turnover put at $60 
billion a year). Holograms are good for 
secret-keepers precisely because they 
are extremely difficult to make. 

Applied Holographics is supplying 
two different systems. The first is a not- 
so-secure reader which can recognise any 
of 4,000 possible combinations of blobs 
imaged in the three-dimensional space 
that holograms can represent. It will be 
useful for preventing ticket forgeries— 
for sell-out sporting events like Wimble- 
don or for daily travel on the Brighton- 
to-London commuter train. Each genu- 
ine ticket will carry a label with a 
particular code recorded holographically 
on a label. 


interferon is the only other agent to have 
been demonstrated to have had any effect 
on the progress of colds in a controlled, 
independent trial. 

Dr Colonno says the fact that the 
antibody had any effect is amazing, given 
how little is known about the number of 
receptors that have to be blocked and 
how fast new receptors are made by the 
cells in the nose. If that is what a shot in 
the dark achieves, think how much better 
the drops should work with careful aim. 
Much better results may be obtained 
simply by giving higher doses, in order to 
block more receptors, or by giving repeat- 
ed doses to block new receptors formed 
to replace those that are blocked. 

Tests of the antibody on cells in the 
laboratory have shown that the reaction 
between it and the receptor it binds to is 
strong. An antibody molecule is able to 
knock a virus particle off a receptor and 
attach itself in its place. This suggests that 
treatment may help soon after the onset 
of infection, as well as before it starts. 

The variety of strains of the common 
cold has frustrated all attempts to pro- 
duce a vaccine, which would have to 
include proteins common to all of them if 
it were to be effective. The antibody 
approach, says Dr Colonno, offers an 
alternative which could be developed to 
protect against most, though not all, cold- 
causing infections. But its protective ef- 
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The labels will have been printed using 
a  Holoprinter—a device costing 
£250,000, which will be sold only to 
registered and trusted printers in the 
security business. The Holoprinter is 
capable of churning out 10 feet a minute 
of eight-inch-thick hologram. Once the 
label, which will cost only about 14р, is in 
place, the reader will either pass it or 
reject it, by looking to see if the code on 
the label matches the pattern it is pro- 
grammed to expect. It will scream if the 
ticket is a forgery. 

The company also sells a more sophis- 
ticated device. This is a reader which can 
extract data from a hologram, and so can 
replace the magnetic stripes which now 
figure on credit cards and cash cards but 
which are relatively easy to read and, 
forge. In this case, the hologram can 
carry up to 64 bits of data, allowing an 
enormous number of combinations (2% 
of them). 

The company expects this machine to 
be used, apart from card verification, for 
identifying and authenticating valuable 
documents like bearer bonds or airline 
tickets. It reckons such a hologram could 
be attached to machine parts and luxury 
goods, and thus foil the makers of coun- 


terfeit goods. 








The news is a blow to viruses 


fect would be short-lived and repeated 
doses would be needed. 

Any large-scale use of monoclonal anti- 
bodies to protect against colds will have 
to wait until ways are found to make 
monoclonal antibodies by a simpler and 
cheaper route than are used today. By the 
time Merck has refined its treatment to 
give the best possible results, which may 
take a few years, cheaper ways of making 
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An Offshore 
Money Market Cheque Account 
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DO YOU WANT? 


€ High Rates of Interest 
€ No notice of withdrawal 
€ A cheque book to give you easy access 


€ An Offshore Account based in Jersey paying 
Interest Gross. 


AND ALSO 


© Available to applicants world-wide 
© No need to have another account with us 


INTEREST PAID GROSS 


9.00% = 9.38% 


Applied Rate* Compound Annual Rate* (C.A.R.) 


*Inleres! rotes moy vary -rates quoted correct of time of gong to press 
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WHAT ARE THE DETAILS ? 


Minimum opening balance 
Minimum transaction 


Interest is calculated daily and applied тоту 
Cheques may be payable to third parties and all 
transactions should normally bein sterling. Statements 
are issued quarterly (more frequently if you wish). 
First 9 cheques per quarter are free of charge. 

Up to date rate of interest availableby — . 
telephoning Bank of Scotland, Jersey 0534-39322, 

Simply complete the coupon below and enclose your 
cheque. An acknowledgement of your deposit will be sent 
by return and your cheque book will follow a few days later. 

Bank of Scotland was constituted in Edinburgh by Act of Scots’ 
Parliament in 1695. Copies of the Annual Report and Accounts are 
available on request from R. C. Home, Manager, Bank of Scotland, 

4 Don Road, St Helier, Jersey or from Bank of Scotland, Head Office, 


The Mound, Edinburgh EHI 1YZ. Bank of Scotland Proprietors’ Funds 
as at 28th February 1986 were £423.9 million. 





Deposits made with offices of Bank of Scotland in Jersey are not covered by the Deposit Protection Scheme 





H under the Banking Act 1979. 


To Bank of Scotland Money Market Accounts Centre, 
| 4 Don Road, St Helier, Jersey. 


I/We wish to open o Money Market Cheque Account. 
| am/ We are aged 20 or over. (Please complete in BLOCK CAPITALS.) 


| FULL NAME(S) 








| ADDRESS 


| SIGNATURE(S) 


| DATE 


| For joint accounts all parties must sign the application but only one 
| signoture will be required on cheques. 











* 
zi HR. 


I/We enclose my/our cheque for £ (minimum £2,500) payable 


to Bonk of Scotland. 


Should the cheque not be drawn on your own bank account, please give 
details of your bankers. 


MY/OUR BANKERS ARE 
BRANCH 


BANK 








ACCOUNT NUMBER 


Bank of Scotland Jersey offers a full range of services. For further 
information tick box O 


G2«BANK OF SCOTLAND 
A FRIEND FOR LIFE = 
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Lincoln, Mickey Mouse and the 


Midwest 


The Midwest is the guts of America. It 
was the home of Abraham Lincoln, it 
feeds the country, builds its cars and 
makes or breaks its politicians. Though it 
is, to foreigners, the least-known part of 
the United States, the Midwest can claim 
ve given birth to those widely known 
bols of America, Mickey Mouse and 
rodeos. In the Midwest, more, perhaps, 
than any other single place, resides the 
spirit of the nation. Three recent books, 
different in aim and content, all depict 
and explain this middle America. 

Those Days  (Anchor/Doubleday; 
$19.95) by Richard Critchfield is subtitled 
"An American Album". Mr Critchfield, 
a distinguished novelist and journalist 
(who regularly writes for The Econo- 
mist), has combined his two trades to 
produce a painstakingly researched fam- 
ily history which reads as compellingly as 
a good novel. 

Mr Critchfield tracks the mongrel influ- 
ences upon his family; they range from its 
European roots and changing religious 
affiliations to the Midwestern countryside 
itself. Mr Critchfield's father, a descen- 
dant of the “‘lace-curtain Irish", was de- 
scribed by his sister Betty as: 

e great American in our family. A good 


athlete, not very intellectual. Loved to play 

the piano, an extrovert, fun to be with . . . 
But his early death was brought about by 
alcoholism—hardly the conventional end 
for an all-American boy. 

The author's mother, Anna Louise, 
spans the book. She inspired deep affec- 
tion in everybody, including her faithless 
husband. Her rigorous upbringing (her 
father was a Methodist preacher) en- 
dowed her with an early primness and 
resilience of character, which saw her 
through a career, beginning at 15, as a 
schoolteacher in raw shanty towns during 
the pioneer days. 

Anna Louise exchanged the compara- 
tively soft Iowa climate for the blizzards 
and dust of North Dakota. The hardships 
of life in the Midwest engender either 
true grit or collapse—a theme of recent 
Hollywood films about life in the heart- 
lands (“Places in the Heart", “Country” 
and “Тһе River"). In Mr Garrison Keil- 
lor's fantasy about his upbringing, Lake 
Wobegon Days (Viking; $17.95 in Ameri- 
ca and Faber & Faber, £9.95 in Britain), 
life is still a struggle against the ele- 
ments—but a comic one of stolid towns- 
folk battling annually with mud and hay- 
fever. The harvest was a matter of life and 


NPR vs APR 


WASHINGTON, DC 


Mr Garrison is not just a successful 
author; he is also the human flagship for 
a special sort of radio programme and 
for the network that distributes it. “Ргаі- 
rie Home Companion”, Mr Keillor's live 
Saturday-night show which mixes folk 
music and whimsy-with-a-twist, has been 
broadcast by Minnesota Public Radio 
since 1974; it now plays on 263 radio 
stations in America and has a weekly 
audience of between 3m and 4m. 
Minnesota Public Radio says it offered 
the show to National Public Radio 
(NPR), a 16-year-old network of radio 
stations based in Washington, DC, but 
NPR turned it down. So in 1982 the 
Minnesota station banded together with 
four others to form a new network, 





Anna Louise, the prim pioneer 


death to Mr Critchfield's family; at Lake 
Wobegon, Minnesota, Irene Bunsen gets 
hysterical about “the all-time biggest to- 
mato ever raised in town". When an 
accident befalls this champion, Irene’s 


American Public Radio (APR). Just over 
300 stations are now in the APR network, 
more than in NPR. 

Despite talk of rivalry, the two net- 
works are in many ways complementary. 
NPR makes its own programmes, and 
distributes others. APR is merely a dis- 
tributor of its subscribers’ output. NPR 
has made its name with news coverage; 
APR with cultural programmes (though it 
has just launched a news service with the 
Christian Science Monitor). On one mat- 
ter the two networks agree: both love Mr 
Keillor and realise he will be a hard act 
to follow. But NPR is trying; it has broad- 
cast a live show from Chicago’s Old 
Town School of Folk Music since 1984, 
and next month will launch а рго- 
gramme, “Mountain Stage", from its 
West Virginia affiliate, designed, pre- 
sumably, to make the hollows of Appala- 
chia as chic as the lakes of Minnesota. 
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Atypical Midwesterner 


sister Arlene comes to the rescue: 


Irene was bawling so hard she couldn't see, 
so Arlene went out and scooped up the 
remains and went to work. She stuffed its 
insides back in, patched it with masking 
tape, and took a basting syringe and replen- 
ished its bodily liquids. She put it in a plastic 
bag, and they took it in to Ralph for the 
weigh-in. “It looks like it blew up,” he said. 


Two of the most important influences 
upon the Midwest have been religious 
fervour and waves of immigration from 
Scandinavia and central Europe. Lake 
Wobegon’s inhabitants are of Norwegian 
or German descent, and divide up be- 
tween those who attend the Lutheran 
church and the Catholics who go to Our 
Lady of Perpetual Responsibility. Mr 
Keillor’s family, though, belongs to an 
extremist fringe, The Brethren, who meet 
in each others’ houses, despise the 
churchgoers for frivolous ceremony, and 
drive Fords (only Catholics are so prodi- 
gal as to drive Chevrolets), 

Waggish as the book is, it pinpoints the 
frequently overlooked Midwestern heri- 
tage of northern European customs. Both 
Mr Keillor and Mr Critchfield show how 
recent are the memories of America, how 
shallow the sense of its history, among 
those who opened up the hinterland. 
Lake Wobegon’s characters evince a sort 
of desperate patriotism towards America, 
the stronger and more poignant for the 
fact that many remember the Old Coun- 
try and pepper their speech with foreign 
expressions. They hold so staunchly to 
the town motto, sumus quod sumus (“уе 
are what we аге”, to the illatinate), that 
older generations are thrown into confu- 
sion by a trip to a neighbouring town. 
Away from Lake Wobegon lurk danger, 
the devil and pricey restaurants. 

In his fantasy world, Mr Keillor imagi- 
nes himself belonging to a family of 
Italian origin, the Keillorinis, whose 


warmth and generosity would be the 
antithesis of his Midwestern life. In his 
real life, he has almost single-handedly 
revitalised one form of popular culture, 
local radio (see box on previous page). 

Both he and Mr Critchfield show how 
important in the life of the Midwest are 
parades, pageants and rodeos. Before 
radio, television and improved transport 
rendered them obsolete, travelling shows 
brought entertainment and education to 
far-flung American communities. Even 
now, the Midwestern year is studded with 
seasonal fairs.and festivities: the fourth of 
July fireworks herald harvest festivals, 
rolling into elaborate Halloween prepara- 
tions, Thanksgiving and Christmas. Add 
in the celebrations of particular ethnic 
groups (Lake Wobegon's spoof *'Sons of 
Knute" events, for example) and the 
calendar overflows. 

As Mr Richard Schickel makes clear in 
his revised biography of Walt Disney, The 
Disney Version (Pavilion; £12.95), popu- 
lar culture is not only the mirror of society 
but its maker: 


When Disney ceased to make any claims as 
an artist they [critics] dropped him, as if only 
the artist is capable of influencing the shape 
and direction of our culture. In America, 
































*,...no one has ever branded me a 
Communist, a nationalist, an anti-Sem- 
ite, a follower of Billy the Kid...” 
wrote Jorge Luis Borges, the Argentine 
writer, in 1970. Borges, who died on 
June 14th, a few months older than the 
century, fitted no category. He was one 
of those rare writers—Kafka and Nietz- 
sche were others—who used his aware- 
ness of the limits of language to extend 
its boundaries. 

He wrote nothing that was long. He 
began and ended his adult life writing 
short poems, and always felt himself to 
be foremost a poet. But it was in his 
essays and particularly in “Labyrinths” 
and “Ficciones”, the short stories of his 
middle years (when he went blind), that 
he found his unique voice. 

Borges's ever-surprising fables, his 
myths and his essays about imaginary 
books and authors, are entanglements of 
humour and paradox. Nothing in Borges 
is quite what it seems, and nothing is too 
serious (“All intellectual labour is essen- 
tially humorous," he wrote). 

A story from “Ficciones” is character- 
istic of him: Pierre Menard decides to 
compose Don Quixote, not "another 
Don Quixote—which would be so easy— 
but the Don Quixote." Menard does so, 
not by immersing himself in seventeenth- 
century Spain (again "too easy") but as a 
twentieth-century Frenchman. Borges's 
criticism of the two versions, Menard's a 
word-for-word replica of Cervantes', is 


Out of the labyrinth 





that seems to me a preposterous proposi- 
tion. Our environment, our sensibilities 
... are formed largely by people with no 
more artistic intelligence than a cumquat. 


Walt Disney was born in Chicago and 
brought up on a farm near Marceline, 
Missouri. He, too, was a Midwesterner: 
politically conservative, hard-working, 
mistrustful of foreigners" and, though it 
seems unlikely at first sight, influenced by 
the struggle against the elements. Mr 
Schickel quotes the Kansan psychiatrist, 
Mr Karl Menninger: 
What really is the nature of the soil? Is it 
dirt? Is civilisation largely built on overcom- 
ing it, or built upon a taboo of dirt, overcom- 
ing a natural affection for it? 
Never was the soil brought more under 
the control of man than in Walt Disney's 
last—and some would say most lasting— 
contributions to American life, his theme 
parks in California and Florida. A stra 
through the streets of Disneyland or E 
neyworld offers a kind of parody of the 
Midwest: full of warmth and sometimes 
cloying cosiness; spotless, godly, and pa- 
triotic; a place in which the outside world, 
when admitted, is scaled down to safer, 
softer dimensions. 


Catherine Mayer 


Borges: a blind man's vision 


comic satire at its highest. 

Borges's vistas are smaller than those of 
Gabriel Garcia Marquez and the present 
school of Latin American writers, who 
splash their novels across centuries and 
nations. His scepticism prevented him 
from sharing Garcia Marquez's faith and 
humanism (the reason, perhaps, why 
Borges was scandalously passed over, 
year after year, for the Nobel Prize). But 
Borges's imagination, his baroque fanta- 
sies and his dreams make him not only the 
father of all Latin American writers but as 
great a writer as any of his sons. 
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Vhy Britain is top of the pops 


Is ten years since the raucous sounds of the Sex Pistols shook 
opular music out of the lethargy into which it had sunk in the mid- 


. The years since have р 


uced a new burst of innovation from 


sh pop; they have also seen pop music change radically 


| Popular music was always an odd name 
for it. Rock and rollers of the 1950s, 
_ beatniks of the 1960s and punk rockers of 
the 1970s may have loved the music they 
istened to. But, for most parents (and 
тапу teenagers), popular was the last 
word that sprang to mind. Indeed, its 
- parent-baiting capacity was part of what 
pop music fun to listen to. 
! yw, the teenagers for whom the term 
pop coined have teenage chil- 
_ dren of their own. On television, their old 
‘hero, The Who's Roger- Daltrey (who 
sang. “Hope I die before I get old"), sings 
e praises of American Express. Yester- 
ay's teenagers listen to re-releases of 
heir favourite Beach Boys. songs—and 
wince as the close harmony is drowned by 
he anarchic strains wafting down from 
he children's bedroom. Both sorts of 
1 are (at least by outsiders) still 
alled рор music and the passage of time 
has made them both seem parts of one 


"Pestimists are horrified: golden-oldie 
ecords, they wail, sell in their millions 
but new stars are е nard to find. Pop music 


has degenerated into a business, they say; 
videos and smart marketing have taken it 
away from the street culture that spawned 
it. Pop music has lost that rebellious edge 
which, at least in Britain, has always been 
its inspiration. 

This is too gloomy a view. Even if the 
mid-1980s could be considered a dull 
patch, pop music got through such patch- 
es before (notably in the mid-1970s, be- 
fore the eruption of punk, and in the late 
1950s, after.the initial shock of Chuck 
Berry and. Elvis Presley had worn off). 
But the mid-1980s have been far from 
dull. Bands like Dire Straits and singers 
like Elvis Costello have produced records 
more inventive than anything from the 
early 1970s. Pop music has not got worse; 
it has simply changed. 

It has become more cosmopolitan. In 
1961, a group from Merseyside seemed 
exotic even to Londoners. To Americans, 
the Beatles might have come from anoth- 
er planet—and were welcomed with as 
much hysteria as if they had. British pop 
singers retain a certain cult status in 
America but national characteristics are 


less sharp than they were. Nowhere was 
the cosmopolitan nature of today’s po 
music more evident than in Philadelph 
and London in June 1985 when Bob 
Geldof's Live Aid concert brought to- 
gether artists not just from different coun- . 
tries but different eras. 

New parts of the musical globe are . 
being opened up. In the mid-1970s, Bob 
Marley introduced reggae music to the . 
world outside the Caribbean. Music from 
Africa is beginning to make an impact on 
Britain. Even continental Europe -has 


. been a relative newcomer to. the main» 


stream of international pop. It will not be 
long before pop entrepreneurs are'seek- 
ing out the talent of the 1990s in an igloo 
or an aboriginal settlement. 

As. new. styles become popular, old 
ones do not fade away. Like archaeology, 
pop music ís being built up, layer upon 
layer. Thus the golden oldies that top the 
charts; thus, too, the success of the Nige- 
rian-born singer Sade, who sounds like 
she has. wandered out of a smoke-filled. _ 
nightclub of pre-war days. Even compar- 
atively new genres are being reinvented, 
*Cow-punk" singers still spit on stage, 
but wear spurs and sing songs indebted to 
country and western music. : 

Such а cosmopolitan and archaeologi- 
cal business can no longer assume that its 
market is restricted to 15-24-year-olds. 
Teeny boppers seem to get younger every, 
year; aging trendies (well, those over 35) 
account for nearly half of all cassette 
sales, a third of LPs and 14% of singles. 
This widening of audience and taste is 
reflected in the music press. New music 
magazines are starting up all the. time; 
national newspapers (and even The Econ- 
omist) devote column yards to pop music. 

It is also reflected in the ways in which 
pop music is promoted. Compare the rise. 
of the Beatles with that of any new band 
of the 1980s. The Beatles had been play- 
ing for years with little acclaim outside - 
Liverpool before Brian Epstein came 
upon them in the Cavern Club. It is 
unlikely that anyone with half their talent 
would go unnoticed so long. Talent scouts 
comb Britain; talent-spotting contests are | 
sponsored by companies. 

Though critics of pop musicians: com-: 
plain that this makes music too business- 
like, there is little new in it. Pop music has 
always spread through whatever channels. 
are available. First came the gramo- 
phone; then radio (also, at first; resisted . 
by traditionalists). The 1980s has been the 
age of the pop video. “Тор of the Pops", 
the BBC's long-established television pop 
show, is introduced by images of videos’ 





















." floating across the screen and most of the 
. acts it features are on video. Pop videos 
are a staple diet of Channel 4's audience. 
| In America, the cable channel МТУ shows 
` pop videos non-stop (MTV was itself the 
< subject of a number one single last year, 
"Money for Nothing" by Dire Straits). 
As pop music becomes more fissipa- 
Tous, style.and image loom larger. As in 
: „the early 1960s and in mid-1970s, Britain 
has shown the way. Take three of the 
с most successful groups of the 1980s: 
Адат and the Ants were known as much 
: for their swash and buckle as for their 
. music; Culture Club, for the hermaphro- 
dite Boy George; Frankie goes to Holly- 
wood, for their unashamed homosexual 
hedonism. Yet the singers which endure 
do so by changing their image (even Boy 





Muted now 


FROM OUR ISLAM (AND JAZZ) CORRESPONDENT 






His music was not for dancing, even 
though one of the late Benny Good- 
man's most popular shows was a radio 
| programme called "Let's Dance". He 
“played jazz with the king of Thailand and 
got the silly, corny title, “king of swing” 
(surely, though, it was the king who was 
| honoured at that concert in the palace at 
j Bangkok). At the heart of his music— 
| either with big band or smaller combos— 
there was a polished, cerebral quality. 
This was not just a matter of the tech- 
nique with which he played his “mellow 
liquorice stick" clarinet; it was one of 
control: the swing never went wild or 
| square, the melodic line was always clear 
| and muscular. His big-band music 
steered clear of the mushiness of Glen 
| Miller and the brassiness of Arty Shaw; 
| his combos rose above the vulgarisation 
1 of Woody Herman and, happily, stayed 

|| below the sometimes formless solilo- 
quies of Duke Ellington. 

Benny Goodman played as finely with 
chamber-music groups as jazz combos, 
as fluently with symphony orchestras as 
with his big band. He commissioned a 
.| clarinet concerto from. Aaron Copland 
| and works from Bela Bartok and Paul 
-| Hindemith. Perhaps most remarkable, 

| he performed all these different types of 
music simultaneously and all through his 
long musical life. He gave a historic big 
| band concert in Carnegie hall in 1938; 

two years later, he performed Mozart's 
clarinet concerto with the New: York | 
_| Philharmonic in the same hall.. Except 
for Andre Previn, and, perhaps, James 
| Galway, is there any other performer | 

“who has so successfully bridged the gap | 


































between jazz and classical music? 









George cut his hair). David Bowie and 
Elton John have both passed through 
various metamorphoses but, in the end, 
will be remembered not as Ziggy Stardust 
or the man with huge sunglasses and 
platform shoes, but as themselves. 
Gimmicks are not new—or bad. Pop 


music has always been a parcel of music,” 


personality, fashion and ideas, packaged 
by somebody with marketing nous. It isa 


myth to think that popular music springs 


spontaneously off the streets. From Elvis 
Presley's Colonel Parker, who took show- 
biz hype to new extremes, to punk's 
inventor, Malcolm McLaren, 
promoters have been an essen- 
tial part of pop music. 

It is true that more sophisti- 
cated promotion techniques # 
have made it easier to hype up | 
new stars. But it still takes more # 
than hype. Consider the case of 
the group Sigue Sigue Sputnik, 
whose inventor, Tony James, 
decided to play an elaborate 
practical joke on the music in- 
dustry. He wanted to make a 
band successful before it exist- 
ed. He persuaded EMI to pay a 
large sum (James says £4m; oth- 
ers say less than £1m) to sign up 
the group even though almost 
no one had heard them. Tony 
James got the money but neither 
of his singles made it to the top of the 
Charts. Street culture, it seems, can be 
egged on; it cannot be invented. 


Rebel rock 

Pop music, especially in Britain, is about 
rebelling. In the 1960s, that meant grow- 
ing your hair, going to pop festivals or 
picketing the American embassy. In the 
1970s, it meant shouting rude words. But 
in Mrs Thatcher's Britain, teenagers— 
whether jobless or affluent—seem to be 
temporarily unrebellious while taboo- 
bashing is harder now that free love and 
fast cars are banal. 

Partly for those reasons, today's rock 
musicians have been caught up in party 
politics. The performers who call them- 
selves Red Wedge—such as Billy Bragg 
and The Style Council's Paul Weller— 
give concerts on behalf of the Labour 
party. Campaigning pop is everywhere. 
The "Rock against Racism" campaign 
began it in 1977. Live Aid showed that 
pop music could be harnessed to faraway 
causes; a series of concerts in aid of 








group Test Department, for instanc 
makes music without instruments: the 
hit dustbins, packing crates, walls, ju 
about anything that will make a nois 
The record industry itself is a prime targ 
for such musical iconoclasm. Stevo, th 
eccentric proprietor of "Some Bizarre", 
small outfit which manages Test Depar 
ment, recently signed a contract wit 
Warner Brothers which stipulated thi 
he, Stevo, should be given the chairman 
chair, because he found it comfortabk 
Stevo then had “Warner Brothers, e: 
ploited by Some Bizarre", printed on th 
record sleeves. 

Some of the small сотрапіє 
set up in the 1970s, like S 
Records, have grown into esta 
lishment-sized ones, Richar 
Branson, founder of Virgin, ha 
become the quintessential lei 
sure businessman of the 1980s 
dealing in everything fron 
transAtlantic travel to cleanin; 
the streets. He is derided for i 
by the pop groups he has lef 
behind. But complaining tha 
the music business has becom: 
too stuffy to recognise your tal 
ents is hypocrisy for most off 
beat bands. They thrive on thei 
outsiders’ status;; the mor 
schmaltzy love-songs that mak« 
their way into the charts, the 
more they have to rebel against. 

At the moment, Britain is the undisput 
ed leader of youth culture. American: 
still describe British pop as “the new 
music". In 1985, British performers mad, 
12 of the 27 number one singles in Ame 
ca. But the internationalisation of pop 
music, and the decline of local followings 
are eroding those special characteristics 
which have helped make Britain number 
one. If that seems a pity, at least to 


Britons, it is surely a small price to pay for 


a music which is more varied and reaches 
a wider audience than ever before. 















Greenpeace was held recently in London. ^ ^. 4 


|. But, for the most part, rebellion in the 
-| 19805 has. bee 








inward-looking. Th 
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- A Major New Initiative 
E Drawing i upon. already long established links London 
г Business School and Stanford School of Business 
...have created a brand new programme to be held in 
-London for executives of international investment 
- institutions whether in Investment Management or or 
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.: € New Instruments in Portfolio Management 
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na 


'". Under the co-directorship of William F Sharpe 
: (Stanford) and Stephen M Schaefer (London Business 
School) the programme will be staffed by 
internationally renowned faculty from the finance 
. institutes of these two most illustrious schools. 
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| Management Programme 
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Poges Lane, Slough : “1 FPE Berks England 
Telephone: (0753) 34111. Telex: 848146 PRIWAT G 
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9» — IHEWAYWE *& 
DEVELOP MANAGEMENT 
SKILLS, AT HENLEY, 

IS STRICTLY BUSINESS. 


BUSINESS is the key word in Henley’ unique We at Henley have an ever-expanding 
approach to making the most of management. programme of residential, in-company and Distance 
It is no longer enough for key personnel to have ^ Learning courses supported by our valuable links 
undoubted ability and superb skills. with Brunel-The University of West London and 
Their talents need to be properly harnessed and The Henley Centre for Forecasting, 
integrated. This is where Henley’ singular combin- Today we offer a full range of services varying 


ation of academic excellence and business 

acumen comes into its own. 
Sound practical 

experience is essential , 


from the development of individual managers 

i through to long-term strategy 
development and organisational 

change. 



























A v^ 


in todays business No other college can 

environment and the so perfectly tailor a 

practical nature of Henley Mis management education 

enables managers fie, package to fit the 

to reach their full NEC needs of a particular 

potential, 2 aix sc m ~~. organisation or 
We believe uS “ҮШ в „жкееҖ үс. < y Sal ` individual. 

in nurturing indiv- si T f vu 7 iL s. vare OS То discuss how 


idual managers - AA: Henley can meet your 


over a career €^ or your companys 
span. We see needs, phone Professor 
ourselves as а sai ы. David Farmer or Jennie 
resource which Laird on 0491-579086 
managers will have _. ». or write to:-Henley 
the chance to — m -The Management 
return to. To be College, 
refreshed. To Greenlands, 
step outside the Henley-on- 
daily routine. Thames, 

To enable them to ' Oxon RG9 ЗАО 
develop a greater perspective. All ats which 

are difficult to benefit from in the normal з HENLEY; ce 


course of a job. 


AGE MENT: cou E 
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. Carnegie Mellon University - 
Program for Executives _ 


Pittsburgh, Pennsylvania 


September 21-October 30, 1986 March 1-April 9, 1987 | 
An intensive six-week program that has been training upper-level. managers since 1954. 
Participants | Objectives 
The program is designed for experienced executives holding The program is designed & t: 
general management or specialist roles in the higher echelons of + develop an integrated view of management 
. their organizations. Approximately 25 percent of the participants + emphasize the company's strategic fitin its competitive 
are from countries other than the United States. environment 
Program » increase analytical, communication and leadership skills 
Program content is integrated and wide-ranging. Topics include: Fees : 
management of competitive strategy, global competition, i The tuition of $8,500 (U.S.) includes course notes, books, 
accounting and financial management, economics and the busi- materials, some meals; and the use of computers, libraries, and 
ness environment, human resources, management of technology, athletic facilities. Room charges are $2,400 (U.S.) for the six week: 
marketing, and crisis management. period. 5 
Faculty Further Information 
Instructors are from Carnegie Mellon University’s Graduate School Please contact: Robert Dalton, Associate Белле: of Exec. 
- of industrial Administration and other leading universities. Classes tive Education, Graduate School of Industrial Administration, 
are supplemented by frequent guest lectures by leading Carnegie Mellon University, Pittsburgh, PA 15213. Telephone 
“industrialists, scientists, educators and government (412) 268-2304. Telex 469002. 
representatives. 







London, Paris, Madrid, Heidelberg, Strasbourg. 
Schiller 
International | University - 


BUSINESS ADMINISTRATION ROTE EL EL MANA AGE MENT, 
LAW/PUBLIC AOMINISTRATIONNTERNATIONSI RELATIONS, 


| Economic Forecasting 
and Modelling Programme 


The Centre for Economic Forecasting at London 
Business School will again be running this most 
popular and successful programme. 

‘Held on Wednesday evenings for 10 weeks, the 
programme is designed for those in both the private 
and public sectors who are involved professionally in 
economic forecasting, and for those who use 
forecasts in corporate decision making. 
Economic Forecasting and Modelling 
8th October-10th December 1986 Fee*: £500 | | 7—— TT “ттт 

Applications should be made to the programme —————Ó— — —————— —— a 

registrar Sheila Klein, Centre for Economic [o 
Forecasting, London Business School, Regent's Park, d UNIVERSITY DEGREE 
London NW1 45А. Tel: 01-262 5050. e ieee Viam beers suas ani 


*inclusive of materials and dinner each week л secure in their Jobs or P 


Sinior impos arid US Vind ӨВВА & MBA evening classes in London, Push oor | 


Schiller International University 
t 03, 51-55 Waterloo Road, London SET 8TX Tel:(01 во 
x: 8812438 SCOL б. Accredited AICS, Washington DC, USA _ 














‘College Credit for Work Experience 


Business • Engineering * Education 


Earn a bachelor, master, doctoral degree. Guided 

Independent Study. One-on-one tel advisors. 
No classes • seminars • residency. Call 
for no-cost Evaluation * Catalog 


сна 278-1094 


North Central Association of Colleges and Schools. 
y Banity ond Dome Са S985. 


ent Marketing, Business Administration, Computer Data 
топ Resources Development, Economics and Finance, 


Computer Studies, Management, International Studies, Anthropol: 
Sociology, and Psychology. a 
Next 8-week term starts gu 25 
(Leiden, Vienna) and September 1 (Geneva) 


Marokkanerg 16 
1030 Vienna 


a. (071) 144341 Tel. (0222) 757592 


TH. (022) 742452 


=т= m m m m m m 


P CUTTHISOUTand % 
ENJOY LEARNING FRENCH E 


need French for business purposes or to get the most 
-holidays abroad, living the language is ће only way to 
| fearn it properly. 
| Сегал is a chateau.in the beautiful. countryside of the Belgian 
г Ardennes, near the town of Spa, where you live and learn in French. 
| Small groups and. private lessons, plus language laboratory, with 
tailor made programmes for individual needs, ensure real progress. 
2 avide good. accommodation, good food, good company, good 
‘ac cities f for sports and exercise - and good teachers. Come and 
- earn, and enjoy yourself. 
Ме teach embassies and companies, EEC and SHAPE, groups and 
- individuals. And there are special terms if you bring the family. 
complete: documentation, cut out and send this coupon. 


terested | in courses for: | 
(Adults G Young People 
O Private C Business 








ADDRESS 








180, Avenue du Chateau, Nivezé, B-4880 Spa 
= Belgium, Yel. 010-32-87-77 39 16. Telex 49650. 





General Management Programs 


Managing the Enterprise/August 3-30 

For general managers and senior functional 
executives, Tools for running a competitive business 
today. 


International Management/September 28-October 24 
For general managers. Global dimensions of 
competitive strategy, finance and economics. 


Business Strategy Programs 


International Strategy/October 26-31 
For managers who compete internationally. 


Management of Financial Services: 

Strategy and Implementation/October 26-31 

For managers of financial services businesses. New 
techniques for competing in a fast-changing business. 


Marketing and Sales Programs 


Marketing Management/September 21-26; November — 


2-7 (Santa Barbara, California); December 7-12. 
For marketing and sales managers. Diagnosing and 
solving marketing problems. 


Sales Management/November 16-21 
For regional and national sales managers. 
Integrating sales and marketing strategies. 


Financial Management Programs 


Accounting and Financial Management for the - 
Non-Financial Executive/November 2-7 

An overview of tools for financial analysis of a 
business. 


Financial Management/September 14-19, 1986. ; 
For financial managers. Financial planning and control. 
techniques. oe 


Except where noted, all Executive Programs will be 
held at Arden House, a magnificent mountaintop 
estate, 50 miles north of New York City. 


For more information, contact: 
Executive Programs 

888 Uris Hall, Columbia Business School 
Columbia University 

New York, NY 10027 . 


(212) 280-3395 ext. 88 Telex: 968862 EXEC PR 











‘Middlesex Business School 


MPhil/PhD 

- Research Associates 
“Middlesex Business School offers opportunities for full-time and part- 
_ time postgraduate research, leading to MPhil and PhD degrees. 

A limited number of full-time students will be offered posts as paid 
Research Associates. Research Associates contribute to teaching on the 
i: Business School's programme of courses while undertaking their 
< research: 

“Appointments are available i in these areas: 
* Accounting and financial ® Marketing and market research 
management * Operations management and 
* Econometrics information technology 
* Hotel, catering and * Organisational behaviour 
tourism management * Organisational development 
* Industrial relations * Personnel management 
* Law * Public sector management and 
е Management administration. 
‘Research Associates must register for a CNAA MPhil or PhD and must 
undertake to teach for up to seven hours a week. 


о In return; ће Business School offers an annual fee of £620, part-time 
Po teaching on.contracts at £14.40 an hour, and а waiver of tuition fees. 


Further information and applications: Tutor to Research Students, 
Middlesex Business School, The Burroughs, London NW4 4BT. 
‘Fel: 01-202 6545. 


APPOINTMENTS 


MEDICAL RESEARCH COUNCIL 


Appointment 


of 
Secretary 


The Medical Research Council wishes to appointa 
Secretary to succeed Sir James Gowans FRS, 

- when he retires from the post in the autumn of 
1987. 


The Secretary is the. Council's full-time chief 
"executive and has responsibility for the develop- 
ment and implementation of MRC policies and 
activities. While it would be an advantage to have a 
medical qualification, this is not an absolute 
necessity. 

- Anyone interested in the post or requiring further 
particulars should write as soon as possible and in 
confidence to the Chairman of the Council, Lord 
Jellicoe, at the Medical Research Council, 20 Park 

`: Crescent, London WIN 4AL. Anyone wishing to 
suggest names Consideration sticud also write 


LEARN FRENCH 


The intensive way and in reel im- 


mersion, This means living in one of |. 


the most picturesque regions of | 


France and really becoming fluent. || 


Also vacation and learning plan. 
Cultural programme in Paris. Win- 
ter programme on the French Rivi- 1. 


era. State age, goal level and time f fo 


available. 


The French and American Study 
Center, BP 176, LISIEUX 14104 Ce- 
dex—FRANCE. Tel: 31.31.2201. . 


Speak a language) |... 


(THE GIFT OF А UFETIME) — 


Why not give yourself or someone close. 
to you the chance to master foreign 
language. Proven self-instructional 
courses that reaily work. Full money- 
back guarantee if not satisfied. 


University of Cambridge 
Faculty of Economics and Politics 


UNIVERSITY ASSISTANT 
LECTURER 


Applications are invited for an Assistant 
Lectureship for appointment on 1 Octo- 
ber 1986 or as soon as possible 
thereafter. 

The Appointments Committee intend to 
make. an appointment in the field of 
international economic development. 


Applications will be-especially welcome 


from candidates who have interests in 
one or more of the following fields: (i) 
economics of less developed. coun- 
tries; (ii) international financial institu- 
tions; (iii) South and South-east Asian 


International University offers 
external degrees. Full credits for 
life /career experience. à 


Sudbury, $ онык England. 


Novato, сп ошай 


economies. 


The appointment will be ior tives ува 
with the possibility of reappointment t 
two years. 


The present salary scale for Assista 


Lecturers is £8,505 to. £10,375 p 


annum. 


Further information may be obtaine 
from the Secretary of the Appointmen 
Committee for the Faculty of Econor 


ics and Politics, Sidgy ө 
‘Cambridge CB3 9DD, to | 


tions (ten copies), including a cut 
lum vitae and the names of not mo 


“than three referees, should be sent: 


às to reach him not later тап тідау í 4 
July, 1986. vs 


A successful financial information service. organisation is 

currently seeking a trained economist with some experience 

in the UK financial markets. An exposure to Gilt trading would 

be an advantage, together with an interest in or knowledge of 
.. European economics, and a foreign language... 


Applicants should be able to demonstrate independent analy- 
sis and a willingness to work effectively under pressure. - 


Salary will be commensurate with qualificati сапа 


Applications t to be made in strict confidence to: 
Bo: 3488 


i mist Ne 
-25 St James's Street. 
. Londor 


paper 





IPPOINTMENTS _ 


AUSTRALIA 
THE UNIVERSITY OF NEW ENGLAND 
b 2 луш Equal Opportunity is University Policy 
.. CHAIR IN ECONOMIC HISTORY 
men сас tiation Professor of toonane ear nS 


offers courses to both internal and external students in 
istory of Australia, the United States 


The appointee will become Head of Department for an initial period of 
ев to five years. 


NORTH OF SCOTLAND HYDRO-ELECTRIC BOARD | 


ENGINEERING ECONOMIST | 
UP TO £15,000 (under review) T 


The North of Scotland Hydro-Electric Board is an all purpose Board 
responsible for the generation, distribution and sale: of electricity in the 
north of Scotland. CONSU AS 
Applications are invited for the above post in the Tariffs and Economics 
Section of the Commercial Director's Department at the Board's Head 
Office based in Edinburgh. EE 
The successful applicant will be required to assist in the work of a small 
Section engaged in the development of designing retail tariffs, computer + 
„econometric modelling for forecasting future sales and cost. 
analysis utilising modern techniques. MIC ae 


he professorial salary is $457,036 per annum. 


for applications is 5 


niver ity of Tasmania 
ENIOR LECTURESHIP IN 


lications are invited from suitably 
ialified persons with experience in 
aching and economic research for a 
nurable: Senior Lectureship in the 
apartment of Economics available 
m 1 September 1986. Enquiries to 
ofessor Н. F. Campbell, in the Uni- 
tsity (telephone (0) 02 202308). The 
esent Senior Lecturers' scale is 
36,541 x 6 increments—$A42,588 
ranum ` 
plications close on 15 August 1986. 

ication forms and further informa- 


1 and Economic 
Seeking 


vith tow 


Application forms can be obtained 


riate 
ey 
of self- 


from, and should be 
rth of Scotland Hydro- | 
Edinburgh EH3 7 Eby | 


FOREIGN AND COMMONWEALTH OFFICE 


@ CONFERENC 


ADVISERS 


Wiston House Conference 
Centre, near Steyning in West Sussex, 
is the home of the Wilton Park series 
of international conferences. Open to 
high-ievel participants from the 
25 countries of the OECD, the 
conferences provide a forum for the 
exchange of views on a wide range of 
international and comparative national 
issues underthe leadership of the 
Centre's academic staff. One or two 
posts of Conference Adviser are now 
to be filled. Appointment will be for 
a period of 3 years initially, with the 
possibility of extension or permanence. 


You would be responsible for 
developing themes and organising 
conference programmes, inviting 
Speakers, chairing plenary sessions 
and discussion groups, writing 
conference reports, and contributing 
intellectually, administratively, and 
socially to the success of the meetings. 


Preferably aged at least 30, you 
must have a degree with first or second 
class honours, or an equivalent or 


THE Civil SERV 


higher qualification, preferably in óne 
of the social sciences; an enthusiastic 
interest in international affairs and in 
political and security issues; several 
years post-graduate experience in. 
relevant academic work, public 
service, or the private sector; and 
good communicative skills. A good. 
knowledge of French and/or German 
and experience in social hosting at ` 
conferences are.desirable. 


Some overseas visits may be | 
required. ' 


Salary: £14,315 rising to 
£19,465. Starting salary may.be above 
the minimum. Rélocation expenses 
may be available. А 


For further detalls and an. 
application form (to be returned by 
16 July 1986) write to Civil Service 
Commission, Alencon Link, 
Basingstoke, Hants RG21 1JB, or 1 
telephone Basingstoke (0256) 468551 
(answering service operates outside 
office hours}. ' WC 
Please quote ref: 6/6929. ' 


15 AN EQUAL OPPORTUNITY EMPLOYER 





APPOINTMENTS 


Econometriciar 

Our Client is a major International Company with an excellent and . 
challenging opportunity for a young Econometrician. 

Based in the West Midlands, with some field trips to the Tropics, you 
will be involved in the analysis of commodity markets, including crop 
forecasting and the building of price and demand models 

The successful applicant aged 23 to 28 will possess a degree in 
mathematics/economics with 1 to 2 years practical experience in modelling/ 
forecasting. A resourceful outlook, matched by an analytical approach is 
essential. An ability to speak French would be an advantage. 

An attractive remuneration package is available for the right 
applicant. 

Please write enclosing a full c.v., quoting reference 63/4640 on 
both your letter and evelope, listing any companies to whom you 

«do not wish your application forwarded, to: 
Rosemary Elt, Riley Advertising Limited, 
Riley House, Castle Bromwich Hall, 
Birmingham B36 9DX. 


ABERDEEN BIRMINGHAM BRISTOL EDINBURGH GLASGOW LIVERPOOL 


Confidential Reply Service 
LONDON MANCHESTER NEWCASTLE NOTTINGHAM PERTH 


A member of the Rex Stewart Group 


FORECASTING EXECUTIVE 


CENTRALLONDON  c £11,000 pa 


The Cable and Wireless Group isa Candidates should possess a 


world leader in the competitive field of 
telecommunications, operating and 
manta ning a wide range of high- 
‘technology systems. Accurate 
economic and market forecasting is 
crucial inanindustry which is 
continually changing in response to 
‘increased demand and new 
technological developments. 


The Forecasting Unit in Central 
ы requires ап executive to 
analyse and forecast demand forthe 
Group’s telecommunications systems 
in terms. of volume and revenue and to 
forecast the impact of economic and 
other changes onthe Group's business 
environment. Furthermore, the 
executive will assist in developing the 
statistical and computer techniques 
used in forecasting. 


degree in Economics or Statistics with 
a significant econometric content. 
ideally backed up by working 
experience in a commercial 
environment. 

We are offering an attractive salary 
with benefits including flexible 
working hours, 22 days annual teave. 
and subsidised restaurant facilities. 

This is a fascinating challenge . 
which offers considerable variety. the 
potential for overseas travel and 
excellent career prospects. 

Please send full details, quoting 
ref: E581, to: Recruitment Mana ег, 


Cable and Wireless pic, Mercury House, 


Theobalds Road, London WC1X 8RX 
or telephone for an application form 
on 01-405 4980 (24 hours). 


Previous applicants need not re-apply. 


| Cable and Wireless 


| Helps the ward communicate. 


University of Reading ^ 
LECTURER IN FINANCE < 
ANDACCOUNTING 


Appiiostiong are invited for a Lecture 
ship. in the Department of Economic 


{от 1 September 1986 or as soon a 


possible thereafter. Candidates shou! 
have а research and teaching intere: 
in management accounting, an intere: 


-in computing would also be меісоти 


Salary scale £8,020 to £15,700 pe 


USDPS ‘benefits. Further particular 
“and application forms (two copies) ar 
| available from the Personne! Office 
} University of Reading, Whiteknight: 


PO Box 217, bed RG6 2AH. Tek 


| Univer en 
‚ RESEARCH FELLOW IN 


ECONOMICS 
Applications are invited for the positio 
of Research Fellow on an ESRC-furk 


| ed project on "Measuring the effects « 


trade policy in the European Commun 
ty". The project is directed by Profe: 
sor Alasdair Smith and Dr Tony Vent 
bles, and is based on the computatio 
of equilibria in. models іп 
economies of scale. The job will involv 
data collection and: management, an 
the programming of economic simul: 
tion models. The research assista! 
should have, or be willing to acquin 
expertise in computer programmini, 
interests in international and industri: 
economics would be an advantage. 


The appointment will start as soon e 
possible: and will run at least un 
March 1988. Salary be within th 
range £8,020-£9,000 picti on h 


ЗА scale; 


Further details and ‘application dorm 
available from. Mrs- Teresa. Moone 


` Personnel Office; Sussex Hause; Th 
. University of Sussex, Falmer, | 


BN1. 9RH, to be completed a 
turned by Friday 4 July 1986. 


informal enquiries may be made 1 
Professor Smith or Dr Venables (027 
706755, ext 8008 or 2468 


UNIVERSITY OF STIRLING - 
TSB SCOTLAND. 
RESEARCH FELLOW 


are invited for this two 
“Deparment o 





APPOINTMENTS 


Tan tion and ‘strategy for the above 
aintment, which will bé filled under the 

's New Blood criteria. Candidates 
demonstrate. ar ability to develop 

work on the operation of internal 
Markets: within. companies. The 

ited will be part of the Busi- 


“University of Canterbury 
|. New Zealand 


SENIOR LECTURER OR LECTURER 
IN BUSINESS ADMINISTRATION 
(Production Management or 
Organisational Behaviour) 
Applications are invited for a position, 
as above, in the Department of Busi- 
ness Administration. Applicants should 
have a PhD degree or an equivalent 
research record, Preference will be 


given to candidates with a capability 


and research interest in production 
management or organisational behav- 
iour. The appointee will be expected to 
teach in the undergraduate (BCom) 
апа graduate (MBA, MCom and PhD) 
programmes: 


The salary for Senior Lecturers is on a 
scale from NZ$37,000 to $47,000 per 


‘annum and for Lecturers is on a scale 


from NZ$28,000 to $35,000 per 
annum. 


Further particulars and conditions of 
appointment may be obtained from the 
Association of Commonwealth Univer- 
sities (Appts), 36 Gordon Square, Lon- 
don WC1H OPF. 


Applications close with the Registrar, 
University of Canterbury, Private Bag, 
Christchurch, New Zealand, on 29 Au- 
gust 1986. 


SCRIPPS COLLEGE, CALIFORNIA 


ECONOMICS 


TALKSWRITER 
EASTERN 
SERVICE 


External Services 
(Temporary Contract) 


NORTHERN IRELAND CIVIL SERVICE 
AN EQUAL OPPORTUNITY EMPLOYER 


SENIOR AGRICULTURAL ECONOMISTS/ 
AGRICULTURAL ECONOMISTS 


£8,483-£15,893 
Department of Agriculture (Northern ireland), Economics and Statistics Division 


сасани cahdidatis Whi Were i cary: out teeri nesta md marketing projecte, and 
то ни treland, Those appomed may nie таалан те 
Faculty of of Agriculture and Food Science, The Quaen's Ut niversity of Belfast 


Applicants must possess: 

(n afst or second class Honours Degree in Agricultural Economies, Agricultural Marketing, Economicsor =. 
d) з s in Economie, 

es "ey vase a oi a Marketing, Business H 


Salary Scale: 
Senior Agricultural Economist: gz £15 
Agricultural Economist: £13, 5898 

Reference SB 75/86. INDE. 10 duly 1986. Teiephone extension 583. 


The Civil Service Commissioners may decide to interview only those applicants who appear from the 
information available to be best qualified. 


redes: Donde t foran application fo! { theextension imber indicated and quoting the 
rm (using number i 
dob Reference). н forthe stat be recurved ty aries по! leer an the losing date Shed. 


The Yankee Group, a world leader in market research and. 
consulting services for technology vendors and users, is hiring sales 
professionals to expand our activities in the UK ‘and Northern 
Europe. We require: 
* A successful background in 
manae 
ж Knowledge of telecommunications, computing, and manu- 
facturing automation; 
* A highly motivated, independent and articulate over- 
achiever. 


If you are the person we seek, send a curriculum vitae and one page 
letter describing your qualifications to: 
Dept EMF 
The Yankee. Group Europe 
The Old Free School 
George Street 
Watford, Herts WD1 8BX 
No telephone enquiries please 


product sales · and 


уар Стор 
ешоре 


The Eastern Service of the BBC, which broad- 
casts in eight languages to Iran, Afghanistan, 
the Indian subcontinent and Burma, is looking 
for someone to write scripts for translation and 
use in current affairs and topical programmes. 

You should have a good knowledge of the 
affairs of the region, based on first hand 
experience of at least part of it, or on a record of 
serious academic study. Experience in 
journalism or radio production would be an 
advantage. The appointment would be for six 
months. 

Salary £10,946 — £15,054. Based Central 
London. 

Contact us immediately for application 
form (quote ref. 9854/EC and enclose s.a.e.) 

,London W1A 1AA. 



























EMIGRATION TO | 
THEUK . 


Permanent resident status can be 
available for businessmen who are 
‘willing to work and invest in the UK. 
We proide a completes and profes- 
|. sional Service for such clients. 


DAVID G/ GARRICK 







































| Want an apartment in 
London this summer? 


| in the heart of Belgravia, a large 
south-facing ground-floor flat is 
available for ent ‘immediately for 2- 
12 weeks. Ideal for bachelor or 
couple: bedroom, kitchen, bath- 
room, living room, all large. This is 
a private, well-furnished, attractive 
-F flat, and impeccable references are 
: necessary, No agents. Rent £500 a 
wee! 


; | Please contact the Executive Edi- 
vv) [ tor's secretary at The Economist on 
^| 01-839 7000 


HOTEL NUMBER EIGHT 


asmall way hotel in London's 
est End 


excellence in comfort & service 
Single bedroom £33 plus vat 
Double or Twin £40 plus vat 


* sumptuous buffet breakfast " col- 
our tv, radio ' direct dial telephone * 
hair dryers * tea/coffee/chocolate in 
bedroom * most rooms wit^ private 

facilities 
HOTEL NUMBER EIGHT, 
Gate, 


Sw? 
Telephone 01-370 7516 





please send prospectus to: 





BUSINESS & PERSONAL 


. A UNIQUE INVESTMENT OPPORTUNITY 
COMMODITY FUTURES TRADING WITHOUT PRINCIPAL RISK 
An exclusive opportunity to. participate in Charles W. Wilson's trading 

success. 50% cumulative return for last 4 years (audited). 


SECURED TRADING LTD offshore Cayman Islands shares fund. Join the 
many investors who are discovering how to engage in the speculative 
trading. of commodity futures and to own interest payments stripped from 
US Treasury Bonds to avoid principal risk. 


For your free prospectus call 44 1 488 3232 
or mail the coupon below, today. 


Offer not for US or UK residents 


I want to speculate in commodity futures trading without principal risk. 


Country:..,. A Si en ATE БАС: 


“Май coupon fo: Randell Securities Inc, 5th Floor, Europe House. World 
Trade Centre; Tan t Smithfield, London EL! Е 


MARGARET D. WHITE 
Handwriting Analyst . 
01-661 2445 
A comprehensive service pravided i in re- 
E tee a си Guidance - Ques- 
tionned Documents atc. 
АЙ analyses аге кү confidential and 


are the sole rty of the Client. A full 
pasen seniori is also available. 












VISITORS TO LONDON 


Self-contained studio flats. CH, HW, 

lifts, 24-hr porterage. From £190 pw + 

room service £10. Discount for more 

than 4 weeks. Co let available. for 

longer term. Secretariate and telex 
facilities. 


Endsleigh Court, Bloomsbury 
London WC1. Tel: 01-387 8022 
Diners, Visa 


CUT THE COST OF 
YOUR STAY IN LONDON 
Take a furnished, self-contained service 
„apartment in Knightsbridge, near Harrods. 
"Fully equipped kitchen-dinette, bathroom, 
phone, colour TV, central heating. elevator. 
Suit 1-2 persons. Brochure by airmail. 

Knightsbridge Service Apartments 
45 Ennismore Gardens, LONDON SW7 
Tel: 01-584 4123 Telex 261261 Globe G 


SWISS HANDLING OF 
INTERNATIONAL 
TRANSACTIONS 


The key company tor 
ж Handling of international transactions 
* Back to back operations 
* Companies formation. domiciliation and 
administration 
ж Setting up countertrade/barters 
* Marketing countertraded products 
ж Fiduciaty and trustee services 


DE BERIG SA 


:4759 
Telex: 421 896 DEB CH 











PA; ica "Telex: 887438. 








BOTSWANA: Current/recent press in- 
formation database lists. GSL ae 
don), Tel: 01-794 4753. 





CAPITAL CVs prepare high quality 
curricula vitae. Tel: 01-607. 7905 for 
details. 


PORTABLE 
AIR CONDITIONING 


from 


TOSHIBA 


TEL: 01-388 3262 
АСЕ . 
CENTRAL LONDON 
SHOWROOMS 





OVERSEAS POSITIONS | 


Hundreds oftop paying positions available 
now. Tax-free incomes. Many attractive 


echnical personnel etc. 
For tree i information about our publica- 
s, write 





KNIGHTSBRIDGE 
GREEN HOTEL 


A smalt family owned and.run.hotel.close to 
Harrods: Excellent accommodat 


tion-—-mainty 
in suites—from £48 per night plus VAT. 
English or Continental breakfast to order. 
For reservations, telephone 01-584 6 6274 
or write to: 159 Knightsbridge, London 
SW1X ?PD. 








AUTHORS! Send Your Manuscript 
Biographical, Fiction, "Travel, Poetr 
etc: for Book Publication. Reasonab 
terms. Stockwell. Dept 75, lifracomb 
Devon, England. (Estd 1898). 





STAYING IN LONDON? 


Take. a luxury. service suite. in 
James's.from only £50 (4 VAT). p 
night; for- 2.. Every comtor. Priva 


telephone: Exceptional: value. Ryd 


Street Chambers, 3 Ryder Street, Dul 
Street, St James's, London SWIT 
01-930 22441." 





AUTHORS WANTED BY 


NEW YORK PUBLISHER. 
Leading book publisher Seeks mar 
scripts of ail types: fiction, non-fictic 
poetry, scholarly and juvenile wos 
etc. New authors welcomed. F 
plete information, send for free. ^ 
S-92, Vantage Press, 516W, 34 € 
New York 10001. : 



















SELL TO THE USA 
| Established, уам, ‚ US based 
innovative . products, ideas tides caer d 
services suitable for the US Ка) 
No handicrafts or apparels. 
Contact: David Sharples _ 


GRANDESIGNS 
5617 West San Vincente: nie Biva 
Los ‚СА 90019 USA 
‘Tel: (213) 934-6000. —— 
Telex: 265329 GRND 








INTERNATIONAL PROPERTY 









VERBIER, VILLA! 


















REVAC S.A. - 


Secluded well-built home, all amenities. 
Secure, accessible, low maintenance. 35 | 
biis mi mixed woods, fields, orchard, gar- 
den. Néw outbuildings. Ideal small farm; 
hunting/fishing retreat. Rivers and forests 
sutround. - 
. $75,000 US. 
Contact: Ben Gray, Glassvilie, New 
Brunswick, Canada, near private 








CH-1005 Lausanne, Switzerland. — 
.' Tel: (021) 223512 The 25185 MELIS CH. 


SWITZERLAND 


Sale to foreigners authorized 


Buy your STUDIO, APARTMENT or CHALET on LAKE GENEVA, MONTREUX 4 
or in one of these prestigious summer and winter-ski resorts: CRANS-MONTANA, " 








TEAU-D'OEX/GSTAAD а JURA _ 


RS, LES DIABLERETS, CHA 
from Sfr. 110'000.— 60% credit at 61% interest for 5/20 years. 


52, rue de Montbrillant 
CH-1202 GENEVA 






Tal. 41-22/3415 | 
Télex 22030 _ 











APPOINTMENT 
WANTED 








Swiss p ional, female, 35 
dish plu tater ome мые. Core [Ay 
Mati МАР. Вай dn. 


: eres) ма posto тоне тае 
menit person d management or manage 


‚25% 
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or the eighth month running—down 9.8% in the year to May. In the same month, the 
temm rate of t consumer prica inflation fell to 2.3% in France, 0.7% in Switzerland 


wholesale prices* 
3mthst 


wages/earningst 
3mthst 1 year 
t 93 + 6,0(11) 
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bury wax wage rates in manufacturing except Australia, weekly ваті Japan, and Switzerland, monthly earnings; Belgium, 
А Бает And USA, hourly ETE: Uk, monthly eamings nine Japan, а 


s YOUNG JOBLESS Young 
"people are suffering the worst unem- 
ployment. Last year, in every country 
їп ош chart, youth unemployment 
rates exceeded adult rates. Of the big 
industrial countries, only West Germa- 
пу, with its extensive apprenticeship 
schemes, has held its youth rate 
roughly in line with its adult rate. But 
even West Germany has seen a big 
tise in absolute terms; from 1979 to 
1985, its youth unemployment rate 
rose from 3,496 to 9.5%. Over the 
same period, youth unemployment in- 
sed more slowly in America, from 
.396 to 13.0%; but in Britain it 
climbed from 10.6% to 21.7%, and in 
Spain it jumped from 22.3% to a 
"Staggering 44.1%. 


*potnotes applicable to ail tables. All figurae Seaconally adjusted except where otherwise stated. "Not seas. adj. Амега 





Youth unemployment 
as% of iabour force aged under 25 


Ф 1979 
@ 1985 


italy @ 


Source, OECD France @ 


Britain @ 
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Australia e 
United States4 1 
W Germany > | E 


Finiand $5 


Norway 
Sweden e 
pan & 


18 21 27,14 11 18 17 16 18 25 32 20 


Ratio of youth te total i 
unemployment rate, 1885 


———— Є 
THE ECONOMIST COMMODITY PRICE | 
INDEX Commodity prices have failed to 
maintain the upturn of the last quarter of 
1985; the spr er index has dropped 
back to the level of last October's three- 
year low. Inthe six months to April the food 
index was perked up by coffee, which 
traded at over 200 centsa lb early this year. 
Sugar and tea also added support. Since 


has fallen 60% (in sterling terms 
price support ended last October. Tin 
prices have enjoyed a filip, t bL 

of the year. 


SDR index 
Oct 18852 100 


Al-itemis 


ыл ] 


e V fort ш 


[^ 1985 1986 





Oct Nov Dec ! Jan Feb Mar Apr May June 


1980-100 
June 10 June 17 : 
(provisional) month — year 

Dollar index 

All items ў 78.3 

Food i 86.2 

industrial 

All А 70.0 

Ма" Й 75.6 

Metals . 65.5 


Sterling index 
Ай items 121.1 я -10.5 


Food $ 133.3 57 - вл 
industrial 

Al i 1083 + 17 
Ма" k 117.0 1.6 
Metals Е 101.4 43 


SDR index 
All items . 87.2 
Food Я 96.0 
industrials 
All К 778 
Ма" ; 842 
Metals : 73.0 
Gold 
$ per oz 349.05 336.75 
Crude oil (spot) North Sea Brent 
$ per barrel 11.60 1220 
*Non-food agriculturals. 


-15.3 
-140 
-162 


- 25 
~ 6.5 


-112 
= 72 


+ 08 
- 25 
* $4 


-163 
-150 





-07 + 37 


-186 -540 





е of latest 3 months : 
ipared with average of previous 3 months, at annual rate. n.a. Not available. Small figures i in brackets denote month ofin icator. & 
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FOCUS: GEARING The ratio of debt 


to equity in a company's balance 
sheet is a rough gulde to its financial 
stability. Companies that are highly 
geared—ie, have a high proportion of 
debt—typically give shareholders big- 
ger returns in good times (but bigger 
losses in bad times) than those that 
rely more heavily on equity finance. 
Notions of the "right" level of gearing 
vary from country to country, but soar- 
ing equity prices have sent the ratio 
| tumbling in many industrial countries. 
In the five years to 1985, the ratio fell 
in Japan from 2.9 to 1.8; in Britain from 
1.2 to 0.7; and in West Germany from 
4.1 to 2.4. America has bucked the 
trend inspite of its boom in share 
prices. Thanks mainly to a corporate 


| through borrowing, America's firms 
as they were in 1981. 
Debt - equity* ratios 


bfnon-tinancial companies 


W Germany 


tax code that smiles on financing | 


were nearly as highly geared last year | 


Democrats' victory in the election in 
siumped 4.296 following the declaration" 
Stock price indices : 
































2451.8 24518 

560.7 625.5 
1326.0 1425.9 
1865.8 1885.9 


MONEY AND INTEREST RATES The 12-month growth in Am 
money quickened to 13.0% in the year to May, but the broad measur 
more modest 7.7%. Italian banks cut their prime lending rates. 


Money supply Interest rates % p.a. (Tuesday, except bonds: 
% rise on year ago Money market Commercial banks Bond: 











(M1) lending. 3 months. long-term 
Australia nil +15.0 (4) 13.00 14.50 г 14.45 12.90 
Belgium + 36 4 53 (9) 455 7.90 














*at market prices, except 
Canada which is at book value 
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Canada 4 





United States 





i. {oak ees ds cp 70] 
1966-73. 74-79 80 а 82 83 84 85 
Source: BIB 











Canada +32 + 47 (5) 8.75 
* 44 + 5.6(12) 713 
+92 + 4.8 (4) 4.20 
+67 +10.3(12) 6.13 ; И . 
+10.4 +110022 43 14:53 .1150.. 1038 
+ 44 + 78 (4) 4 ; 2: 3 
+16.1 +13.2 (3) Я E 
na + 30 (3) . T 1275 
+ 44 i Д : 675 — 425 _ 77449 
419.8 | . E 1100 4 9.88 8.31 
+13.0 . Ш 850 640 7.46 м 
Other key rates in London 3-mth Treasury Bills 9.4%, 7-day Interbank 9. 9%, clearing: banks 7-day notice 4. 49 
Eurodollar rates (Libor): 3 mths 7.096, 6 mths 7.0%. 
{М? except Australia, Canada, Spain, Swit Switzerland, USA, W. Germany, МЗ, Japan M2 + CDOs, UK EMA. Delin 
rates yr available ene request. Sowces Bank of Bilbao, Chase Manhattan; Chase Е 
Handelsbanken, ANZ 


‘conometrics, | 
{Beigium) fietbank, Credit д. Svenska hank, Credit Suisse F 
Bos al hehontte ony sacl cornet eer e e pe rai mrt 



































TRADE, EXCHANGE RATES AND RESERVES America’s current-account deficit rose to a record. $33. 7 "i lion in the 
quarter of 1986, compared with a deficit of $26.1 billion i in the-same period of 1985; the 12-month deficit widened to $12 


has trebled during the past 12 months, to $3.5 billion i in the year to April 


Trade balance"* 


$bn 
latest latest 12 
months 


current- 

account 
balance $bn 
latest 12 mths latest- 


Trade-weightedt 
exchange rate 


Currency units per $ currency units 


year ago latest 
144 


year ago per£ per SDR 
Ў Д 66 












































Our Midas International 
subsidiary has 230 car repair shops in Europe. 
Worldwide, 1,945 Midas shops serve customers in 
чэ countries, with more to come. 

s an IC Industries kind of market. 


jor more information on this and other 1C Industries opport 
Hex pcd IC Industries, Suite 4403, 200 Park Ave , Ne Mork, ani rv i 10166 


ЕТ ИИС Re MN 
31986 IC Industries, Inc. IC Industries is a registered trademark of IC Industries, Inc IG Industries 
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Investing in our names 
Tootal Thread in China 
George Hilton, Chairman, 

Tootal Thread 
China is potentially the biggest market in 

the world while Tootal is actually a world — 
leader in thread. So the agreement that ~ _ 
the Tootal Group has signed with the r^ 
Chinese authorities, setting up a joint 
production venture made a lot of sense 
for both sides. Tootal has invested 

£4 million in the project. 

The Canton factory produces high 
quality spun polyester thread. Output will | 
be 2 million kilos each year. 

A third of production will go to China 
itself. The rest will be exported to supply 
the very keen demand for Tootal thread in 
the Far East. This has tripled in the past 
four years which is good news for both 
sides and further enhances the worldwide 
reputation of Tootal Thread. 


If vou would like to know more about us, 
write to the Secretary for a copy of our current 
Report & Accounts, Tootal Group plc, 
Tootal House, 19/21 Spring Gardens, 
Manchester M60 2TI 


Our names 
add up to strength 


B 


WHODUNNIT 


BE BOLDER 


J 


INDIA 


DINOSAURS 
VIVA MARADONA 


LADY LIBERTY AT 100 


$6.00 


$100/Baht 60/TK 55/Indonesia RP2,500/Philippines Peso 25 
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| 
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ADD BLADES 
TO AHELICOPTER 
TO MAKE IT QUIETER. 


The sound of a helicopter providing life-saving 
speed for the ill and injured, or a fast response by 
law enforcement agencies, has been a welcome 
intrusion. But now, as our helicopters go about 


neighborhoods 
crews iet 
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SPACE & MISSILES 


FINANCING 


ENERGY 





The 


Economist 








A maturely European country 
that can see the world beyond 
Europe, page 9. Europe's pale- 
pink periphery, page 10. The 
gestion left unsolved by 
3lipe Gonzalez's re-election, 
page 35. Melilla aha, page 36. 





Honest Abe 

New man in Japan?, page 18. 
New men in Austria, page 36. 
Good man in Holland, 

page 44. 


Africa's go 
Is black Africa turning 
capitalist?, pages 26-28. 


Super retailers 

Can sell anything to anybody, 
page 14. Dixons wants to 
prove it at Woolies, page 79. 











| 

| Scientific whodunnits 
The death of the dinosaurs, 
page 74. Old man in the New 
World, page 88. Britain's 
radioactive lamb, page 58. 





Flight plans 

| Airline competition is good for 

| Europe, page 11. But not for 
| People Express, page 63. 


Bleak for Hongkong 
The view after 1997, page 17. 
Its textile trade, page 67. 








page 34. 





Rajiv's report 

Good effort, but must not 
slacken, page 11. Testing time 
for jute, page 68. 


Reagan wins 

Money for the contras, page 
30. Central American 
guardsmen, same page. 


Britain’s lucky 14% 
In higher education. How to 
finance them?, page 47. 





Taking liberties 


With Lady Liberty, page 29. 
er me UI a MR ER cos comp] 


Versatile bankers 

Wall Street investment banks 
become shareholders, page 
13. City merchant banks 
prepare for the Big Bang, page 
77. Japanese financial 
engineering, page 78. Books 
on money, pages 91-92. 


US imports of textiles and apparel 
Total,1985: $21-0bn 
Hongkong19% Japan 6% 


NNN 
ММ 
Italy 6% 

China 7% 


That trade gap 


Exporters to America cut 


Other 32% 


prices not sales, page 64. 
———— 





Viva Maradona. 


Be more cheerful about 
football after Mexico, page 12. 
See a tr Lemon 
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World politics and current affairs 


Spain ahoy 
Europe's swing to a righter middie 
Loosen Europe's seatbelts 
Halfway house in India 
Football's action replay 
Bankers as shareholders 
Worldwide Stores, pic 
Good woods for Britain 

: The Hongkong China wants after 1997; 
Japan; Philippines; Peru; Australia; Israel; South Africa. 
Black Africa: Can it go capitalist? 
American : Lady Liberty lifts her glass beside the 
golden door; Aid to the contras; National Guard; Tax 
reform; Newspapers; Copyright; Ais; Grand Canyon; 
Superman 
Europe: More of the same in Spain, only less so; Melilla; 
Austria; Soviet Union; Rock music in Czechoslovakia; 
Belgium; Italy; Northern Cyprus; Ruud Lubbers; ЕЕС: If not 
union, then what for Europe? 
Britain: Baker treads where Joseph fled on student grants; 
Public spending; Cardiff; Social security; Radioactive 
lamb; Race and politics; Motorway accidents; Women 
priests; Dance in London 
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61 
63 


74 Science 


87 
101 
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Australia Students C] A$108 
Hongkong Ham ü Students C] HK$520 
Japan JY22,000 [1 Students 7) JY17,600 
Malaysia M$199 Г] Students Г] M$159 
Singapore §$185 Г] Students Г] S$148 
Other Asia/Pacific usso3 Г] Students Г] US$74 


Index (Please apply for local rate) 
(Е Sterling and US $ can be accepted at the current exchange rates) 


Country 


Business, finance and science 


Business this week 

World Business: The fall of People Express and the rise of 
the oligarchs; France's Disneyland; American imports; 
Hongkong textiles; TransAtlantic telephones; European 
car components; Supercars; Jute; British management; 
Thai tantalum; Asian petrochemicals; New plastics 

Brief: Creative catastrophes 

Finance: Britain's merchant bankers stir their-cauldrons; 
Baden-Württemberg; Japanese corporate finance; Triple 
witching hours; Charles Knapp; Dixons/Woolworth Hold- 
ings; Takeover advertising; Investment taxes; Asian invest- 
ment funds 

Science and technology: Computers on campus; Pollu- 
tion; Early man; Kidney transplants 
Economic and financial indicators 


Books, arts and letters 


Books and arts: Will Wall Street's bubble burst?; Financial 
markets; Profit sharing; Parisian buildings; Palais Royal 
Letters 
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‚ Servative opponent 


LETTERS 


Republicans 


518—1: was ironic to read back- 
to-back articles on the political 
victories of the Rev Pat Robert- 
son and Mr Ed Zschau (June 
7th). Two more diverse Republi- 
cans do not exist. 

In the first article, you state 
that Mr Robertson's coup in 
Michigan “. . . makes the grow- 
ing of the religious right on the 


Organiser Robertson 


Republican party clearer to be- 
hold". But the next article re- 
ported that Mr Zschau, a moder- 
ate (therefore a liberal 
Republican), handily beat a con- 
who had 
strong right-wing support. What 
gives? 

As you correctly point out, Mr 
Robertson's victory probably re- 
flected “. . . nothing more than 
the ability to organise". Of the 
two, I believe it was Mr Zschau's 
win that more clearly showed the 
hearts and minds of Republican 
voters. The right wing may be 
vocal, organised and moral, but it 
is not a majority. 

The Republican party should 
take note. If in 1988 it presents a 
candidate like Mr Robertson, 
voters are likely to bolt to a new- 
style Democrat like Mr Gary 
Hart whose positions are strik- 
ingly, similar to those of Mr 
Zschau. Both favour free trade, 
sanctions against South Africa, 
the right to choose abortions, a 
nuclear-arms freeze and strict en- 
vironmental regulations. 

It is on the environment espe- 
cially where Republicans stand to 
take a beating in 1988 if they 
choose a right-wing candidate. 


4 COND оооу (око tor а ond 


Printed in 
information 


California 





Americans increasingly are be- 
coming alarmed about toxic 
waste, acid raid and the so-called 
greenhouse effect. A continued 
economic revival at the expense 
of a habitable world will not be 
seen as an acceptable trade. No 
matter how popular President 
Reagan has been, few Americans 
look forward to another adminis- 
tration that blames trees for air 
pollution and ignores acid rain. 
Diamond Springs, 

Kurt Davis 


SiR—Lord help us all if the Rev 
Pat Robertson, “the good news 
candidate” (May 10th), secures 
the Republican nomination for 
the presidency in 1988. There is 
nothing "non-profit" about reli- 
gious institutions whose net 
worth is counted in billions. It is 
time to expose the religious non- 

rofit institutions as the real wel- 

are class in our society. I chal- 
lenge the Democratic leadership 
to support the separation of 
church and state doctrine by call- 
ing for a tax on religious non- 
profit corporations. It should be 
interesting to see how many holy 
prophets, remain loyal to the Al- 
mighty once the real incentive is 
removed, 


San Antonio, 
Texas FEDERICO GARZA CARVAJAL 





Europe's land 


SiR—In the debate on the Euro- 
pean Community's common agri- 
cultural policy, the question of 
the use of land is becoming im- 
portant. The CAP has succeed- 
ed—and even over-succeeded— 
in its aim of security of food 
supplies for Europe's consumers. 
With the advance of productivity, 
and the impact of biotechnology, 
we can get more and more output 
from less and less land. So your 
leader of May 3rd is timely in 
posing the question of set-aside 
(though the American model 
cannot easily be transposed to 
Europe) and your leader of June 
14th is right to say that farmers 
and environmentalists—the two 
"green" — forces—should get 
together. 

The European Commission 
has just published a new structur- 
al plan, in which we suggest ear- 
ly-retirement payments for farm- 
ers aged 55 or more who 
undertake to use their land for 
non-agricultural purposes, such 
as forestry. We also suggest EEC 
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subsidies for farmers їп environ- 
mentally sensitive areas who un- 
dertake to follow environment- 
friendly practices. We hope that 
these ideas will be adopted dur- 
ing the British presidency of the 
Community, in the second half of 
this year. 

Agriculture’s role in the con- 
servation of the rural environ- 
ment—as well as its role as a 
supplier of food—needs to be 
better understood in the working 
out of solutions for European 
agriculture. 

С. J. L. Avery 


Brussels European Commission 





Nuclear power 

SiR—In your leader "Life with- 
out nuclear” (May 24th), you fail 
to mention that a prime motiva- 
tion for going nuclear in the first 
place was and is the production of 
weapons-grade nuclear materi- 
als. Electricity could be generat- 
ed with greater efficiency, if the 
heat, currently dissipated as 
steam, were reclaimed. It could 
also be generated more cleanly if 
the smoke emissions were 
scrubbed and filtered in the 
stacks. 

If the resources that have been 
put into space research, for ex- 
ample, were put into alternative 
energy research I am sure we 
would see as unimaginable a leap 
forward in the next decade as we 
have done in space research in 
the past decade. The poorer 
countries are in general the sun- 
nier countries. If a number of 
them were encouraged to invest 
in, for example, photovoltaic 
cells on a large scale instead of in 
nuclear reactors, the price of such 
cells would surely decrease to a 
more comparable level. 


London J. M. BAKER 





The Tamils 


SiR—Most Tamils do not live in 
the north and the eastern parts of 
Sri Lanka (May 19th). The Tamil 
population in these areas is ap- 
proximately 800,000. Some 2.4m 
of a total Tamil population of 
3.2m live in the south-western 
part of Sri Lanka, intermingled 
with the majority race, the Sinha- 
lese, and a sprinkling of various 
other races. Hence, partitioning 
of the country on a racial basis is 
impractical, and will disrupt the 
Sinhalese, Tamils and all races. 
The only winners in this situation 
will be the terrorists and other 
radicals who would like to see the 
disruption of a democracy. 

A just and fair solution to the 
present conflict can be found only 
with democratic ideals. As a mat- 
ter of principle, the Sri Lankan 

і, 
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government has agreed to devo- 
lution of power to the various 
regions. A democratic solution 
also requires the recognition of 
the national sovereignty of Sri 
Lanka by the Indian government 
and its commitment to stop the 
export of terror. 

Sri Lanka urgently needs the 
help of the western world to sup- 
plement its meagre defence re- 
sources to fight terrorism and 
retain its independence and dem- 
ocratic values. 

Bakersfield, 


California Ч. WICKREMASINGHE 





Drugs 

SiR—In your issue of June 7th, 
you state that “crack” three 
months ago rated only as a foot- 
note in some American drug 
compendium. Later you claimed 
that crack addicts are “тоге ='"- 
ceptible to suicide and me 
dislocation" and “more likel, ._ 
need immediate hospital treat- 
ment followed by a year of out- 
patient therapy". If crack was not 
known about more than three 
months ago on what basis are 
these projections made? 

You go on to link the “new” (it 
has been around since time im- 
memorial) sinsemilla—a slightly 
stronger form of cannabis—with 
black tar heroin, no doubt a le- 
thal'substance. Drawing an anal- 
ogy between the relatively harm- 
less cannabis and the very 
dangerous heroin is ill-informed 
and irresponsible. It perpetuates 
the media hype that likes to clas- 
sify all illegal drugs as one. 
Amsterdam ANTONY LEAKE 





The Economist 
Intelligence Ur * 


Just published: 
EIU Special Report No.1057 


The Future of the 
Building Societies 


Their strategies and prospects to the year 2000 
How many building societies will be 
barks by the year 2000? This report 
surveys the societies’ own 
expectations of their structure and 
priorities after mid 1987, when their 
new freedoms to compete in financial 
markets come into force. Their plans 
to enlarge their services are examined 
in the light of the customers, the 
costs and the competition. 

The third in a new series of reports 
from the publishers of CRAWFORD'S 
CITY CONNECTIONS. 

Price including postage: UK & Europe £90; 
North America US$140; Rest of world £93. 
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темин со Consultants in Agriculture, 
velopment 


Ri ~ LTURE AND RURAL DEVELOPMENT 
RIENCED PROJECT CONSULTANTS 


itants Limited is expanding its permanent and associate 
indertake long arid short term assignments in the planning and 
jentation of projects in developing countries. Typical projects 
га range of activities in the production; processing and marketing 
tural products, infrastructural improvement, strengthening of 
itutions and support. services, and community development. 


i Applications from professional consultants in these and in related 
disciplines should include a detailed curriculum vitae and an 


I be io obtain. and manage 
sultancy and technical assistance contracts in the 
gion. He/she will be based in Bath, and 
to travel overseas for three/four months a year. 


hould write, in эма 
И Landell 


‘Mills Associates Limited 
House ‘Trossachs Drive 


ADNOC is one of the major oil companies in — 
the Middle East controlling the Exploration, 
Production and Processing of Oil, Gas and 
Associated Products in Abu Dhabi. 


We recently installed a CRAY XMP1/4. 
Super Computer front ended by an IBM 
4361 machine running under the MVS/SP 
Operating System. In view of this, the 
company wishes to recruit a: 


SYSTEMS ENGINEER 


who will primarily be responsible for the: - 


ж Implementation, Maintenance and · 
Tuning of the MVS/SP service. 


* Provision. of technical guidance 10 o 
users on MVS/SP utilities. 


The candidate should have a B. Sci in C jm 
puter Science or equivalent with 4 yea 
experience in the areas | mentioned above. 


Interested candidates are invited to forward 
their detailed applications, together witt 
photocopies of their education and e: 
ence certificates within three weeks 
the date hereof to: 


The Human Resources. Division Manager, 
Personnel Directorate, 
Abu Dhabi National Oil. Company, 
(ADNOC), 
Р.0. Вох 898, 
Abu Dhabi—U.A.E. Р 





With 52 matches taking place in 12 different stadiums 
throughout Mexico, the 1986 World Cup is undoubtedly the 
most important television sports event of the year. 

Every minute of every match will be televised to a 
global audience of hundreds of millions of ardent sports 
fans, thanks to the technical and organizational talents of 
Telemexico: a combination of the Instituto Mexicano de la 
Television and Televisa, the largest TV network in Latin America. 

They chose Philips as the main supplier of TV broad- 
casting equipment. So over 200 of our computerized colour 
TV cameras will capture every action ofthe game... and every 
reaction of the crowd. And our outside broadcasting vehicles 
with video editing, mixingand monitoring equipment will be 
used for programme production and distribution. 
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ery scene in Mexico. 


In fact, Philips is the team behind the video scene in 
the 1986 World Cup. And of course, we are also one of the 
world’s leading suppliers of home video equipment such as 
colour television sets, video recorders, cameras and cassettes. 
So millions of viewers can be sure of perfect reception. 

From the opening kick-off to the final whistle. 

You'll be seeing Philips again at major sports events the 
world over, including the 1988 Winter Olympics in Calgary, 
Canada, for which we have supplied the lighting, and the 
Summer Olympics in Korea, where our TV transmission 
systems are already in service. 

Philips. The sure sign of expertise worldwide. 


| PHILIPS 





rst class catering is provided by 
...Leith's at The Centre. 


r further information please tele- 





n June 23rd half а century ago, a hesitant Spanish 
cisco Franco, wrote that he had done all he 


. alone serve its full term. It is a tribute to Spanish 

... calmness, including that of the youthful Felipe Gonza- 

-. lez, that democracy across the Pyrenees looks so steady 

nd secure. 

e election on June 22nd gave Mr Gonzalez’s 

t party an overall majority with 184 seats in the 

t parliament—18 fewer than it got in the land- 

slide of 1982, but a remarkable achievement after four 

years of toughly Gladstonian economic policies. The 

s know a good government when they see one. 

3onzalez's government is Socialist in such gener- 

led social policies as it can afford, but other- 

ame only. His economic policy has reined back 

and kept the money supply under tight control. 

"he combination has served, on the official figures, to 

.push unemployment to over a fifth of the workforce, 

: highest in Western Europe. He organised the 

lerendum in March that kept Spain in the Atlantic 

| His socialism has been largely confined to 

- easing the schoolmarmish attitudes on divorce, educa- 

tion and press censorship that prevailed in Francoist 

Spain. The mixture seems to please Spaniards, who 

referred the commonsense twinkle in Mr Gonzalez’s 

upposedly. Socialist eye to the try-a-change appeal of 
ither Mr Manuel Fraga or Mr Adolfo Suarez. 

result says three things about the way Spanish 

cracy is going after the elation of the immediate 

anco period, and one rather big thing about 

self. The old Marxist left, which had hoped to 

cruits among Socialists disillusioned with Mr 

alez's pale pinkery, collected no more than three 

seats, giving it a piddling seven. Spain has left 

hind the rhetoric of Largo Caballero and La Pasion- 

. The second change is that the country's regional- 

becoming a little more centrifugal. The moderate 

party of Catalonia did well, which does not 

uch. More worryingly, Herri Batasuna, the 


‘the European Community in January is a democracy 


political front for the Basque terrorists of ETA, pi 

up three seats in recession-hit Euskadi, to give it a to 

of five. That will not encourage ETA's gunmen to pu 
down their guns. | | 

. The election also gives the Spanish right something 
think about. That tireless Galiciar bull-in-a-china-shop 
Mr Fraga, failed to improve on his Popular Alliance" 
showing of 106 seats in 1982. The main reason seems t 
be his association with the old Spain. Spanish dem 
crats have reason to be grateful to this Francoist ex- 
minister who helped to persuade his former colleagues. 
to put up with democracy, and even with a Socialist. 
government. But Mr Fraga has had his day. The man- 
in-the-middle who chipped away at the Socialist vote. 
was the former prime minister of the alternative centre, 
Mr Adolfo Suarez, who led Spain to democracy in th 
late 1970s; his score went up from two to 19 seats. Eve 
so, he is a long way from posing a challenge to Mr 
Gonzalez. The best bet for the right may be an alliance 
between Mr Suarez and a fresher, purely post-Franco 
Popular Alliance leader. | 


The Pyrenees come down, the sea still calls 

The bigger thing the election says about Spain as a 
whole is that it is European in its political maturity, bu 
European in an encouragingly outward-looking way 
Under Franco, Spain was encased in its history, Shut off 
behind the Pyrenees, it had become a lonely wido| 
gazing sadly across the Atlantic after the Latin Ameri 
can colonies it lost in the first half of the nineteenth 
century. When the other countries of Western Europe 
shrugged off their empires after 1945, and then tried to 
build a new Europe, Spain kept behind its veil. 

A rejuvenation was happening under the veil, howev-- 
er. The economic boom of Franco’s last two decades 
created something like a modern European middle 
class. When the old dictator died and King Juan Carlos 
gently guided Spain to democracy, Spain's neighbours 
caught their first clear view of a country that was not, 
after all, so different from themselves. Four successive 
general elections since then, two won by Mr Suarez's 
undogmatic Union of the Democratic Centre and two 
by Mr Gonzalezs undogmatic Socialists, reveal an 
electorate that makes some north Europeans look 
cynically volatile by comparison. The Spain that joined | 
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the fully European sort. 

But European Spain is not, praise be, Eurocentric. 
Like Britain, it is condemned to a wider view of the 
world by geography, history and language. It sits on the 
ocean-edge of the continent. Its once-imperial links to 
Latin America and Africa have changed their shape but 
kept their emotional force. In a Europe where West 
Germany, Scandinavia and the Benelux countries still 
peer warily over the parapets, and Italy's “Mediterra- 
nean policy” is largely a matter of nervously trying to 
_ dodge Arab trouble, Spain is a welcome reinforcement 
for Britain and France, the outward-lookers of Europe. 

Spain’s special relationship with the United States, 


_ forged when President Eisenhower embraced the un- 
— touchable General Franco in 1959, will help to hold the 
= two parts of the Atlantic alliance together. This year’s 


K 
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surprise Spanish yes to the Atlantic connection showed 
that, for all the anti-American shouts on right and left, 
most Spaniards do not agree with the shouters. History 


Swing to a righter middle 
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has left Spain with eastward ties, too: its links with th 
Arab world seem little harmed by Mr Gonzalez’s 
overdue decision in January to recognise Israel. But it is 
above all Spain’s Latin American links which matter 
now, in trying to keep that half-developed half-conti- 
nent within the politics of the western world. 

Since Spain shrugged off the twin Hispanic problems 
of a wild-eyed left and an army that loved to play 
politics, nine countries in Latin America have done the 
same thing. If the young democracies of Spain and 
Portugal had failed to survive their uncertain first years, 
the armies that are still on a hair-trigger in countries like 
Argentina, Ecuador and Peru would have taken note. 
The freedom of Spain’s Latin American friends is stil 
more precarious than that of the country whose ship: 
first colonised them nearly 500 years ago. The mother. 
land can still help to show them how to use the key tc 
the twenty-first century: the art of making sure tha 
people elect their governments. | 








Does the Spanish Socialists’ election suc- 
cess, coming after Labour's return. to 
office in Norway in May, mean that 
Europe is swinging left again after its 


| recent rightward trend? With socialists 


now heading governments in Finland, 
Norway and Sweden in the north and in 
Greece, Italy and Spain in the south, is 
Europe—in a phrase borrowed from the 
19305—“роіпр red at both ends”? 

No, and no. True, there has been a 
curious reversal of European political 
geography. Four years ago the socialists 
were in opposition in Norway and Swe- 
den and Spain, as well as in Britain, but 
they held a central stronghold in France 
and West Germany. Today the central 
area is a stronghold of the right; it is on 
the periphery that the left has regained 
ground. But the most marked tendency 
now is for voters to react against ruling 
parties without swinging right across to 





the other side, and, when they can, to 
play the middle against both ends. 

In Spain on June 22nd, although the 
Socialists won again, their majority was 
cut; and it was Mr Adolfo Suarez’s 
centrists, not Mr Manuel Fraga's right- 
ists, who scored gains. A week earlier, 
the swing shown in the Lower Saxony 
state election was too small to make the 
West German Social Democrats at all 
confident of regaining power in next 
January's federal election; and, again, 
the centrists did unexpectedly well. 

In Holland in May, as in Belgium last 
October, the main shift was towards the 
middle. And although recent British 
opinion polls have made glum reading 
for the ruling Conservatives, they have 
not clearly pointed to a Labour victory; 
the centrist Alliance still has a large 
following, despite the British system's 
bias against middle parties. 



























In several countries, left and right 
seem increasingly capable of working 
together. Italy has enjoyed unusual po- 


litical stability since it adopted in 1983 
the device of having a Socialist prime 
minister lead a coalition in which a 
majority of the ministers are non-social- 


- ists. Finland has long been doing that, 


and its basic coalition mix of Social 
Democrats and middle parties has tran- 
quilly adjusted itself, since 1983, to do- 
ing without the Communists and taking 
in a small rightish party. Finland's coali- 
tion, in which the Social Democrats are 
the biggest party, can still be classed as a 
centre-left one. Italy's, in which the 
Christian Democrats are the biggest par- 


Чу, cannot. 


So far, the conservative government 
that France elected in March has been 
able to “cohabit” with the Loser чый 
dent—whose party had been obliged, 
midway in its 1981-86 tenure of power, 
to shift its policies sharply to the right. 
Other ruling socialist parties have made 
similar shifts as a result of the past 
decade’s painful economic revelations. 
Europe's political left is a lot less left 
than it used to be. The latest demonstra- 
tion of that fact is provided by Austria's 
Socialists, whose drastic ministerial re- 
shuffle after being defeated in the presi- 
dential election has given them a dis- 
tinctly centrist look, designed to win 
back votes (see page 36). 

Spain's Socialist government has, by 
its exertions, kept the country in NATO. 
Even Sweden's now shows some eager- 
ness for privatisation. Even Greece's had 
to introduce drastic austerity measures 
last year. Now Norway's new minority 
Labour government has done the same, 
after being jerked into office not by an 
electoral swing but by a quarrel amon 
the non-socialists. "Going red at bo 
ends" is not the way Europe now looks. 


Just a pale peripheral pink, perhaps. 


































only where the state allows; take off only when the 
st permits; charge passengers only what the state 
sanctions; regard competition as subversive. Such is the 
communist world runs its airline system. And 
givably, does the EEC block. The restrictive 
f Russia and Aeroflot are imitated by West 
ny and Lufthansa—and by most of Europe’s 
vernments and airlines. In an aviation market 
rigged to the needs of the least efficient, most EEC 
governments and airlines oppose the sort of deregula- 
tion pioneered by President Carter that has reduced 
prices and improved services in the United States— 
le ү er you like to fly where and when you 
'even oppose small freedoms like permitting 
о cut prices by 10% if its aircraft fly half- 
it of Milan on a rainy Tuesday afternoon. 
Europe's business travellers and holidaymakers are 
forced to pay through the nose to keep the cartel aloft. 
Out of this darkness, there are now three rays of 
‘hope. First, the ruling by the European Court of Justice 
that the competition articles of the founding Treaty of 
Rome do, indeed, apply to air transport. Second, the 
.EEC Commission's repeated threat to sue national 



























airlines whose governments make no progress towards 
the liberalisation of the airline industry. Third, the 
assumption of the EEC presidency on July 1st for a six 
months' stint by Britain, an export-dependent island 
with a vested interest in cheaper air fares. 





one of these events will be separately decisive. The 
court's ruling is so ambivalent—it allows existing bilat- 
eral agreements—that some cartel-lovers crow victory. 
The commission's threat risks losing force through 
renetition. And can Britain, even with the enthusiastic 
›рогі of the Dutch, lead the ten others to accept a 
м regime for Europe's air travel which so clearly 





The Indian government's commitment to economic 
reform is wavering. The prime minister, Mr Rajiv 
andhi, has done much to free the economy since he 
cceeded his murdered mother in 1984. But he is now 
being discouraged by a mounting trade deficit and by 
е complaints of those whose vested interests are 
ering. If he perseveres with his original strategy, he 
ate in India the kind of economic system that has 
t of East Asia out of poverty in less than two 

. If he falters, those old. Indian nonsenses 















trade abroad will hurt unless there is freer business at home 





benefits British airlines more than it does uneconomi 
lines like Greece's Olympic and Spain's Iberia? —. 
Yes, Britain can and should. Combine these facto: 
in the right fashion, and the momentum for change w: 
become irresistible. The court's ruling, albeit confu 
gives the British aviation minister, Mr Michael Spicer. 
communautaire justification for insisting on refor 
commission's threat gives him a lever to budge oth 
transport ministers towards the EEC's goal of a free 
internal market by 1992. Logically, that ought to mean 
granting any EEC citizen the right to set up an airlin 
anywhere within the community. Pure logic will be 
banned, because of the worldwide web of bilateral air- 
services agreements as well as the protectionist instin 
of EEC governments. So, goaded by the court, Europe 
politicians, who live by compromise, should seek . 
acceptable fudge. Here is our suggested flight path f 
Europe. : m 
The chosen fudge should not be one that balances 
partial liberalisation with the preservation of basic 
illiberalities. Zoning agreements that allow airlines to 
set fares within a range are still price-fixing. Capacity 
controls (however relaxed) and shared revenues (what- 
ever the proportions) are still market-rigging. Mr Spicer 
should disregard such weasel proposals, and offer a - 
compromise worth aiming for: a regime—just short of 
full deregulation—which allows a country's safe carriers 
access, either new or increased, to routes to other EEC 
countries at fares which the country of destination must 
accept; and which allows regional airlines to fly aircraft 
of any size between all airports. That way, 
would have to slim to survive; fares would fall; air trav 
would boom; the industry and its customers woul 
prosper. If the EEC Council of Ministers cannot see 
that, will the courts please open its eyes? 










that remain will soon choke the new freedoms he has so 
far created. 

Mr Gandhi should take courage from what he has 
already achieved. He has spurred competition by prun 
ing the Indian system of production licences and 
allowing businesses more freedom to decide what, 
where and how much to produce. He has shaken up 
some of the public sector's industrial preserves, puttin, 
in new managers and giving entrepreneurs a chance t 

He has moved India's import regime towards 
















tariffs and away from corruption-inducing quotas. He 
has reduced taxes on company profits and on the 
highest ranges of incomes. 

Some things are beginning to move as a result. The 
number of licences for new companies is rising. The 
prospects for genuinely productive investment have 
seldom been better in businesses newly opened to the 
private sector, like telecommunications—or where en- 
try has been deregulated, like electronics and drugs. 
Companies raised $3.8 billion of private capital in 1985- 
86, up from $2 billion in 1984-85, and financial institu- 
tions lent 30% more. The number of foreign collabora- 
tive ventures rose by 40% over the same period. Many 
rich and not-so-rich Indians seem to have concluded 
that investing in companies, openly, is better than 
furtively evading taxes and hoarding gold. Despite 
lower tax rates, the government’s revenues from in- 
come tax have been rising. 


The pressures to retreat 
Encouraging though these changes are, they will take 


-~ time to translate into faster growth, more jobs and 


higher real incomes. Unfortunately, the effects on the 
trade figures show up immediately. The deficit on 
visible trade has risen to around 90 billion rupees ($7.4 
billion) in the financial year 1985-86, up from 55 billion 
.. rupees in 1984-85. Despite the high tariffs that remain, 

imports have risen faster than exports. Exports are 
sluggish because the prices of many Indian products are 
too high and their quality too low, and because much of 
the domestic market is still heavily protected and 
beguilingly profitable. 

It is at this point that the dangers of a half-hearted 
strategy become most threatening. Bold Mr Gandhi lets 
private companies compete; but cautious Mr Gandhi 
retains the old Indian tradition of not allowing compa- 
nies to go bust. Instead, they are put on a "'sick list", 
taken into the state infirmary and become an expensive 
charge on the budget. The need to let some firms close 
will increase as state controls on investment are loos- 
ened. If, as the government hopes, investment booms, 
some of it will be misjudged. The advantage of keeping 


those mistakes in the private sector is that they need not 
cost the government a rupee. But Mr Gandhi will not 
enjoy that benefit unless he makes it quite clear to 
Indian businessmen that free enterprise includes the 
freedom to go bust. 

The flaw in any half-bold, half-cautious policy is 
illustrated by what is happening to much of the capital- 
goods industry. The Gandhi government has made it far 
easier to buy machinery from abroad: fewer forms, less 
delay. Businesses rushed to take advantage of their new 
freedom, because even with tariffs of 30-55% most 
foreign machines are better and cheaper than the 
homemade alternative. Indian producers of capital 
goods have lost out not only because their goods are 
shoddy and their factories overmanned, but also be- 
cause their non-labour costs are so high. They have to 
pay real interest rates of nearly 10% to state-owned 
banks. They buy Indian steel at 2) times the price they 
would pay on the world market; their copper and 
plastics cost them three times as much. The governme^* 
could best help them by cutting industrial interest rat 
though this would probably mean reducing the interest 
subsidies it pays to farmers; and by reducing excise 
duties, though they provide 48% of its tax revenue. 
Hard choices, both of them. How much easier, the soft 
voices say, to reintroduce a bit more protection against 
those imports of capital goods. 

That argument has come to sound more seductive in 
the past six months, so Mr Gandhi has lost his early 
momentum. Yet the case against change is not new, and 
nor are the people who make it: the businessmen, who 
do not like competition; the bureaucracy, whose power 
and corrupt perks come from licensing; and the nervous 
brigade, who would prefer to let the country chug along 
at what has become known as “the Hindu rate of 
growth”—3-4%, just above the population growth rate. 
Those pressure groups' arguments have one great 
virtue: they have been tried in practice. And one great 
drawback: they have failed. If Mr Gandhi wants his 
noble India to fall farther and farther behind most of its 
Asian neighbours, he will not lack for advice on how *— 
make that happen. 





Action replay 


Whether West Germany or Argentina wins the world cup, football might now S. © Á 


become a less depressed industry 


A third of the world's population has spent some of the 
past month watching televised football from Mexico. 
The English did so with foreboding. The tournament 
was played before unsegregated crowds of up to 
100,000 passionate flag-wavers in a hot, tense, bankrupt 
semi-dictatorship with a notoriously trigger-quick riot 
police. Mexico's television engineers then erratically 
relayed the pictures to 14 billion televiewers, whom the 
action replays were soon to inflame against referees. 
The crucial Europe v South America matches had been 
assigned to neutral and thus inexperienced men from 






Syria, Tunisia, Australia. With slow-motion replays, 
televiewers could see their mistakes. 

Twenty-three of the 24 participating nations were 
bound to be a loser. Victories seemed unlikely to set 
masses of beautiful young people dancing in the streets, 
because most recent football crowds have looked about 
as beautiful as the crowds who once watched public 
hangings at Tyburn. After 1 billion televiewers had 
watched the last world cup in 1982, it was hoped that 
ground attendances would increase and gentrify every- 
where. Instead—perhaps because of revulsion against 
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such dreadful fouls as when the West German goal- 
keeper laid out a Frenchman—attendances declined 
and nastified almost everywhere, except in 1982's 
winning country (Italy) and 1982's host (Spain). So 
Italian and Spanish clubs can now annoyingly buy up 
everybody else's best players at millionaires’ wages. 
One hope was that the 1986 television showcase could 
attract sufficient commercial sponsors to check this. 

The only argument for Mexico as the site was that it 
might be too expensive for England's usual horrible 
supporters to get there. But all sorts of surprising fans 
arrived, including red-flag-waving Russians and gong- 
beating South Koreans, while about 5,000 of Britain's 
poor young unemployed endured life on the dole at 
Acapulco, admittedly ten to each hotel room. As 
England beat Paraguay, a Mersey chant greeted the 
next match ahead: “Bring on the Argies, and we'll have 
anothér war." Some Argentine supporters called them- 
selves barras bravas, and Argentina's attorney-general 
hed said: “This gang has been involved in disturbances 

ich have included people being shot." Despairing 
men closed their eyes in anticipated horror. 


Nice guys finish richest 

When the eyes were opened again, beautiful and gentle 
masses were dancing in the streets of the victorious 
nations, and English and Argentine players were frater- 
nising after the latter had won by a single illegal goal. 
The main reason why the Falklands war was not 
refought on the playing fields of the Azteca is that, ever 
sincé the commercial success of the Los Angeles 
Olympics, really topmost international sport has been 


Bankers as shareholders 


Protect the depositors, not the professionals 


nerican investment banks are returning to their 
forefathers' trade: providing equity finance for busi- 
ness. In the past 18 months, most of Wall Street's 
finest—from Morgan Stanley to Bear Stearns—have 
committed lots of their own capital to acquire direct 
stakes in deals which they used merely to arrange. 
Congressional brows in Washington are ready to furrow 
at this further blurring of financial boundaries. Unfur- 
row them. At investment banks it is the money of 
professionals, not ordinary depositors, which is at risk. 
The Federal Reserve should not need to rescue them in 
the public interest if their investments go wrong. 

Competition is causing investment banks to put their 
money where their mouths are. The latest fad in 
American corporate finance is the leveraged buyout, 
so-called because over 90% of the purchase money is 
usually borrowed. These deals grew from $3.5 billion in 
1981 to $19 billion in 1985. To win the business, an 
investment bank has to "engineer" the financing; the 
investors whom the bank rounds up are increasingly 
likely to want it to take a stake itself. However, the 





washed cleaner by a stream of advertisers’ money. 
Although there was the usual bruising in Mexico’s 
initial stages, by the quarter-final stage many of the best 
of the young men involved were playing for their 
advertising contracts. This still allowed cheating for 
one’s country, but the young plutocrats’ business agents 
had reminded them to do so in a lovable way, because 
nice guys finish richest, as McEnroe didn’t. 

That German goalkeeper of 1982 spent 1986 doing 
first aid for opponents; and Argentina’s Diego Mara- 
dona—who was sent off in 1982 for the sort of limb- 
hacking this time committed only by untutored Uru- 
guayans, South Koreans and Moroccans—made 
himself public-relations-charming before and after he 
punched past Shilton his illegal goal. 

This is important. Contemporaries like Maradona 
should make one dance in the streets, provided that 
watching football can be brought back to its right mix of 
imbibing skills that 500m kids can practise, as well as 
properly appealing to popular national pride. The best 
hope now lies in the two things that football’s bureau- 
crats most want to ban: all those action replays (which 
show when cheating occurs) plus million-pound adver- 
tisements even on players’ shirts (because the advertis- 
ers will not want their billboards to play at war instead 
of football). There is some sign that better behaviour 
from the best players might seep down to the worst 
supporters. Argentina's barras bravas carried two plac- 
ards outside the Azteca: “the Malvinas are Argentine" 
and “Mrs Thatcher, murderess". The boys from Liver- 
poni politely concentrated on the second, and agreed 
with that. 





scale on which investment banks are doing so goes 
beyond the demand of other investors. Some are 
initiating the leveraged-buyout deals. 

Profit is the linked motive. Increased competition is 
cutting into earnings from underwriting and distributing 
securities; and sophisticated corporate treasurers are 
less willing to pay fat fees for financial services alone. 
So investment banks are transforming themselves from 
middlemen to principals across a whole range of 
business. Just as brokerage houses that once bought 
and sold shares as agents are now making markets in 
them, so banks that merely arranged and advised on 
mergers and acquisitions are committing their own 
money to them. This is a return to old enterprising 
habits. It was not fees and commissions which built the 
big financial fortunes of the late nineteenth century: it 
was betting the bank on railways and steel mills. 

It is no bad thing for investment bankers to have a 
direct interest in their customers’ performance. Ameri- 
ca’s furrowed-brow brigade is right, however, to draw 
attention to three worries. First, the way investment 
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banks are highly geared—ie, they do a lot of business on 
_ relatively small capital bases. The equity they acquire in 

leveraged buyouts is often hard to trade. The SEC's 
: rules about gearing do require investment banks to set 
- aside extra capital against untradeable stocks. But even 

before the boom in leveraged buyouts, regulators were 

thinking of increasing the capital cushion required for 
| investment banks caught in today's more volatile securi- 
ties markets. If banks start piling up assets which cannot 
. readily be sold to absorb losses on, say, government 
_ bonds, the regulators should increase it sooner. 

А ѕесопі worry is that by investing in leveraged 
buyouts, banks are encouraging and taking stakes in 
heavily-indebted companies that are especially sensitive 
to rises in interest rates. That is true of much of the rest 
of a securities firm's assets, so these equity investments 
nay not give sensible diversification. 





А nanny for depositors, not investors 

ird worry: at a time when company directors are 
ncerned by the increasingly short-term horizons of 
investors, American investment banks, traders by hab- 
it, are unlikely to take the longer view. If they are 
snatching up and bandying about equities which might 
have found a more supportive home elsewhere, it is 
cause for concern. But if their investments make 
possible deals which would never have taken place 
Otherwise, it is not. 

.. The equity stakes of American investment banks аге 
still a small percentage of their capital resources. At risk 
are partners’ and shareholders’ funds, not customer 
deposits. Wall Street offers an early taste, however, of 


It is sometimes said that the only three things that 
matter in retailing, as in the property business, are 
position, position and position. Stock analysts argue 
that Marshall Field, Bloomingdale's and others prosper 
mainly because they have stores on good sites, while 
Gimbels, like A & P before it, stumbles because too 
many of its stores are in now-run-down areas. The 
attraction of the House of Fraser group to the al-Fayed 
brothers was supposed to be Harrod's store in London's 
Knightsbridge. G. J. Coles bought Myers Emporium to 
add strength in Melbourne to its strength in Sydney. 
But in many mergers in the 1984-86 round, these 
conventional doctrines are under challenge. 

_ Successful retailers on the takeover trail are saying 
that what goods are sold, and how, matters at least as 
much as where they are sold; that stock control, 
anagement and the design of shops and goods are 
"Most contentiously, they are also saying that 
etailing skills are transferable—that a successful seller 
f Walkmen is likely to prove as good at selling books 
e or suits. This cult of the super-retailer has 


Worldwide Stores, plc 


Today's big national retailers could become tomorrow's multinational chains 





-what may prove a broader worldwide trend toward 


more equity financing by banks. Where rules and 
rulemakers permit, commercial banks will also become 
involved as they search for ways to reverse the “disin- 
termediation" which has sent corporate clients to the 
markets rather than their bank managers for cash. — ^ 

In Britain, commercial banks are beginning to ask for 
equity stakes when they make long-term loans to 
companies. In most countries, banks say they are 
providing more venture capital to small firms, which 
generally lands the lender with a chunk of equity too. 
Yet there is a common perception, especially in Ameri- 
ca, that it is dangerous for banks to own equity. That is 
a justified worry, though less so than in the run-up to a 
Great Depression that was deepened by bankers being 
reckless with their depositors' money. Firmer rules and 
disclosure requirements have made it harder for banks | 
to abuse conflicts of interest by fraudulently puffing the 
stocks of companies they have lent to or by forcing a 
company they own to do business exclusively wi" 
them. In Britain, for instance, supervisors have reco 
nised that equity is riskier than loans (a bust company 
pays its shareholders last), and often less liquid. They 
have set prudential ratios accordingly. 

The risk remains that banks may simply get it wrong 
and, when stockmarkets turn down, go broke. As they 
loosen old laws dividing investment from commercial 
banking, American legislators would do well to insist 
that commercial banks are subject to stricter safeguards 
than investment banks if they eventually follow them 
into share ownership. The Merrill Lynches and Morgan 
Stanleys do not need the same nannying. 





gone furthest in Britain, the nation of shopkeepers. It 
aired whenever such reputed supersalesmen as Sir 
Ralph Halpern of Burton, Sir Phil Harris of Harris 
Queensway, Sir Terence Conran of Storehouse or Mr 
Stanley Kalms of Dixons make a takeover bid. _ DW 

In Dixons' struggle for control of Woolworth Hold- 
ings (see page 79), Mr Kalms's supporters do not 
disguise their disdain for the Woolworth directors. 
They taunt them for being property and financial men, 
not retailers. Undeterred by Woolworth still having too 
many wrong shops with the wrong image in the wrong 
places, they are confident that the Kalms qualities that 
made Dixons a force on British high streets can change 
Woolworth from a store for yesterday's Andy and 
Florrie Capps into a mecca for today's young plastic- 
card spenders. ; | 

How do Mr Kalms and the other successful retailers 
do it? At first glance, “differently” seems the only 
answer. Some are buying rag-bag outfits because the 
variety of their property lets individual shops be shuf- 
fled into the specialist chains that increasingly make up 


What good is a 
computer 
that gives you 
 ananswer 
inasecond if 
itcant get 
tothe question 
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The typical computer 
system forces programmers to 
spend so much time maintain- 
ing existing programs that new 
ones (and people who need 
the information) just have to wait. 
Sometimes as long as a year. 

At Burroughs, we believe 
that to keep you competitive, a 
computer has to give you 
the answers you want when you 
want them. Or frankly, it's 
not worth the carton it comes in. 

That's why we developed 
LINC—a unique software 
tool that writes virtually all the 
coding programmers would 
otherwise do manually. Increas- 
ing their productivity as much 
as ten times. 

So program maintenance is 
drastically reduced. New pro- 
grams actually get written. And 
you wind up getting all the infor- 
mation you need. 

[n addition, programmers 
can use LINC to further custom- 
ize Burroughs software. With 
very little effort, LINC can quick- 
ly adapt that software to fit 
the needs (or idiosyncracies) of 
just about any business. 

And LINC is just one ex- 
ample of Burroughs company- 
wide commitment to making 
our systems and our customers 
the most productive around. 

So why let a case of termi- 
nal backlog slow down your 
business, when you could get 
back up to speed with Burroughs. 





the big retail empires (for example, Sir Terence’s 
Storehouse contains Habitat, Heal’s, Mothercare, Now 
and Richard Shops). Others, like Bloomingdale’s in 
America, are exporting city chic into the suburban 
shopping malls by selling there under their old banners. 
These different approaches are not as haphazard as 
they may appear. 

All successful modern retailers concentrate on get- 
ting right their lines of supply. Once they have attracted 
their customers, they aim to feed them ever more of the 
goods they are likely to buy. Any shopper who goes into 
an electrical store to buy a stove should be offered 
kitchenware as well. Many of today’s financial-service 
mergers operate on the same principle. For retailers, 
however, the strategy is a bit more complicated. 
Implementing it successfully has meant by-passing 
wholesalers, setting up separate wholesale operations, 
and arranging exclusive contracts with manufacturers 
that require them to produce goods according to the 
retailer’s design specifications and quality controls. 

So far the devisers of such new retailing strategies are 


implementing them only in their own countries. Con- 





ventional wisdom still has it that retailing flair is а 
national characteristic, and manufacturing skills arc 
much easier to transplant than skills in services. Tha. 
parochial belief is probably wrong, and is certainly 
peculiar in view of what is happening to the stores 
suppliers. The merger boom among food and house 
hold-goods companies is creating ever larger multina 
tional companies. The consolidation of General Foods 
with Philip Morris, Nabisco with R. J. Reynolds, Nestlé 
with Carnation and Beatrice with Esmark makes the 
recent mergers of the store chains look like the smak 
change from a shopping spree. 

In retailing, it is mainly franchise operations, such as 
McDonald’s hamburger joints and Southland’s 7-Elev- 
en convenience stores, that have profitably crossed 
national frontiers. Marks & Spencer, Matsuzakaya. 
Printemps and other retailers that have gone abroad 
have settled for a niche as quintessentially national 
stores in foreign lands. Such timidity may prove to be a 
pity. -A crock of gold lies at the end of the cash count»* 
for the first big stores groups that succeed in becomi 
true multinationals. 





Good woods 


Britain needs trees, not tree-factories 


When tropical forests covering an area the size of 
Austria are being demolished each year, it may seem 
eccentric to decry new tree-planting—especially in 
Britain which has, after Ireland and Holland, less 
woodland than anywhere in Europe. Yet commercial 
tree-planting in Britain, now sustained largely by tax 
avoidance, has become an even bigger threat to its 
remaining wild places than the EEC's common agricul- 
tural policy. 

The threat is described in agonised detail in a report 
from the Nature Conservancy Council (NCC). Because 
agriculture is generally more profitable than forestry, 
new planting has been confined mainly to moors and 
mountains; as the wooded area in Britain has nearly 
doubled this century, foresters have been driven ever 
further into such wildernesses. Yet these are the very 
areas where rare plants and birds are most likely to have 
survived, and where the planting of great stretches of 
fast-growing foreign species of conifers is most conspic- 
uous and damaging. 


Give pines the needle 

Wood is not a crop in which Britain can have a cost 
advantage over warmer climates, where trees grow 
faster than on Galloway hillsides or Caithness bogs. 
Britain's tree-farming would yield more if the trees 
were planted on its prairies which now grow surplus 
grain, but subsidising tree-farming is said to be a way to 
create jobs in depressed rural areas. In fact, there are 
more cost-effective ways to provide rural jobs—such as 
sheep-rearing. Employment in state and private forest- 
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ry is 14,800 and falling. Contrast nature conservation, a 
labour-intensive growth industry which directly em- 
ploys the equivalent of 15,000 full-timers. 

If tree-planting is to enhance the countryside, rather 
than to destroy it, forestry policy will have to change— 
towards being a form of nature conservation, rather 
than a tax dodge. Most new planting is now financed by 
private individuals, who can set off their planting costs 
against their top rate of income tax, and then switch to a 
more advantageous tax schedule as the crop maturc-- 
These new woodmen of Britain are much less likely 
be local farmers than city solicitors, accountants or 
dentists, some of whom would not know a sitka spruce 
if it fell on them. The NCC proposes to curb tree-farming 
with planting licences. Better still would be a require- 
ment that larger plantations—say, more than 25 acres— 
should be subject to planning controls. That may alarm 
farmers, who dread such constraints on agricultural 
activity. It should not; if local authorities can order 
trees to be preserved, they can also have a say in where 
new forests are planted. 

Tax breaks for trees should be made no more 
generous than for any other commercial activity. The 
grants system could also usefully be changed, to with- 
draw grant aid from larger conifer plantations, to 
increase the attractions of planting native broad-leaved: 
trees, and to concentrate cash more on preserving 
existing woodlands than on planting new forests. For 
this, landowners need advice. Given its past insensitiv- 
ity to the environment, the Forestry Commission may 
not be the best body to provide it. 


. THE ECONOMIST JUNE 28 198 


c.c ie „ 4o. (БЕ а Dig eS Se 1-7 А ach 





INTERNATIONAL 


The Hongkong China wants 


after 1997 


Roman Catholics throughout the world 
are being asked to remember Hongkong’s 
270,000 Catholics in their prayers during 
July. It would be facile to suggest that all 
of Hongkong’s 54m people are in need of 

yer. But it is starting to seem that, 

en Britain hands over Hongkong to 
vnina in 1997, a large responsibility will 
fall upon the churches, Protestant as well 
as Catholic. Few people in Hongkong 
seem to believe that the task of trying to 
preserve their existing freedoms can be 
satisfactorily entrusted to any political or 
law-making process. 

Hongkong's future constitution is being 
worked out by something called the Basic 
Law Drafting Committee, a group of 59 
people, most of them Chinese officials 
and legal experts, and all of them, even 
those from Hongkong, approved of by 
the Chinese government. To put it anoth- 
er way, a communist country is writing 
the lawbook for one of the world's most 
laisser-faire, and successful, societies. A 
Hongkonger remarked recently that this 
is like having a blind man guide you 
through the Louvre museum. 

Itis probably worse. A blind man, even 

ugh he would not be able to see the 
р: pictures, might well have ап enthu- 
asm for and a deep understanding of the 
historical and social processes that 
brought them into being. The Chinese do 
not know what has made Hongkong so 
successful. Do not blame them for that. 
Nobody else knows either. 

Non-interference in business, low tax- 
ation, a young and hungry population, 
many of whom escaped from China— 
name your reason. But the exact formula 
for success remains a mystery. If it were 
known, how easy it would be to set up a 
new Hongkong in one of the numerous 
sites that have been suggested in Asia and 
America. The cleverness of the British 
was to recognise that they had a winner 
on their hands, and not to muck about 
with it. The Chinese do not take that 
view. Already it is possible to outline the 
changes they have in mind for Hongkong 
after 1997, some of which are acceptable, 
some of which are not. 
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First, the geography. Hongkong will no 
longer be confined to some islands plus a 
bit of the mainland. The Hongkong "'spe- 
cial administrative region" will have fac- 
tories and suburban communities stretch- 
ing to Canton. By and large, factory 
wages will therefore fall as Hongkong's 
are brought in line with those in the rest 
of China; but there will still be relatively 
well-paid jobs as servants in the homes of 
professional and other  middle-class 
people. 

Hongkong will continue, for a time 
anyway, to be regarded as a beacon of 
opportunity. As in the rest of China, 
people who want to move there will have 
to get permission to do so from their place 
of work. Probably, though, the govern- 
ment will want the present mainly Can- 
tonese-speaking population, many of 
whom have rejected communism, to be 
diluted with “reliable” workers from oth- 
er parts of China. So other regional 
dialects will be heard more in the streets 
and eating-places. 

"Old" Hongkong will remain the terri- 
tory's financial centre. China is hoping 
that Hongkong's importance will grow 
with the growth of trade among the 


Outlook overcast 


"ew on - 


countries around the Pacific. The luxury 
offices, flats and hotels will, it is assumed, 
continue to be needed by the people 
serving this financial centre. Many of 
them, as now, will be Chinese. Many of 
the British, particularly former civil ser- 
vants, will have gone home. The tones of 
American English will be more common 
than those of British English. Even now 
there are more Americans (16, ) in 
Hongkong than British (14,800). The 
9,200 Japanese will grow in number if 
business makes it worth their while. 

The “expats” will be even more a 
colony separate from the Chinese than 
they are now. There will probably be two 
sorts of justice: expat commercial crime 
will be heard by a judge assisted by 
experts; everyday crime by whatever re- 
mains of the British jury system. A Hong- 
kong citizen was recently executed for a 
crime in China. In Hongkong, the death 
penalty is always commuted. 

Hongkongers' lives will be ordered, as 
they are in the rest of China, by the 
Communist party. Britain is at present 
trying to educate Hongkongers in the 
rudiments of democracy and public ac- 
countability, in the hope that, after 1997, 
they will be able to stand up for their 
rights. The Legislative Council, which 
had previously been made up of officials 
and local worthies appointed by the gov- 
ernor, now has a number of outspoken 
indirectly-elected members. 

But China has made it clear that it does 
not care for western-style adversary poli- 
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tics, an attitude supported by some Hong- 


kong industrialists who argue that demo- , 


crats rock the boat. China certainly would 
not tolerate groups which aimed to chal- 
lenge the Communist party. Two recent 
attempts to form political parties seem to 
have been abandoned, apparently as a 
result of Chinese disapproval. 

After 1997 there will be elections to the 
Legislative Council, as there are to other 
bodies in China, but at election time 
voters will be “guided” by officialy ap- 
proved policies. The British reforms will 
be discarded. Hongkongers talk of a 
political spring between now and 1997. 
They do not expect a summer. 

Who then will speak for Hongkong? 
Not, it seems, the local press, some of 
which is already become attuned to what 
are called Peking's “sensitivities”. Hong- 
kong's Far Eastern Economic Review, 
which welcomed the handover agreement 
between Britain and China when it was 
signed in 1984, is now pessimistic about 
the prospects for press freedom in Hong- 
kong after 1997. Even before that date, it 
said in a recent article, China will expect 
"responsible" journalists in Hongkong to 
help maintain confidence even if it be- 
comes clear that “Peking is ignorant of 
how a free market or a free community 
works". 

It is just this ignorance that worries 
many Hongkongers who are keeping a 
wary eye on how China is managing its 
own economy. Nobody doubts that China 
wants Hongkong to be successful and to 
continue to provide large amounts of 
dollars and yen. China is no doubt sincere 
in its promise to preserve Hongkong's 
social and economic freedoms for 50 
years after 1997. It continues to hope to 
entice Taiwan to rejoin the mainland 
under the “опе country, two systems" it 
has agreed to for Hongkong. The basic 
law for Hongkong now being drafted will 
probably look reasonable enough when it 
is published in 1988. The test is how 
things turn out in practice, both in the 
economy and in social affairs. China's 
own constitution is supposed to guarantee 
freedoms of speech, of the press, of 
assembly and of demonstration, none of 
which exists in western eyes. 

Many Hongkongers now have overseas 
boltholes to retreat to if things get un- 
bearable under the Chinese. The Indians, 
who account for about 12% of the territo- 
ry’s trade and tend to be individually 
prosperous, will probably move out. It 
seems likely that some of the vociferous 
new stars of the Legislative Council will 
speak from the safety of London. Stu- 
dents resentful of lost freedoms will, as 
foolhardy students do, no doubt upset the 
new establishment. And the Catholics 
will pray, as 3m still loyal to Rome still do 
in China. 
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Yet another piece of luck for Abe? 


Japan 


All there is not to 
know about Abe 


FROM OUR JAPAN CORRESPONDENT YAMAGUCHI 


While most Japanese politicians had their 
minds this week on the parliamentary 
election to be held on July 6th, the 
thoughts of Mr Shintaro Abe, the foreign 
minister, were straying in a forgivable 
direction. During a visit to the Philippines 
he was due to speak to the Association of 
South East Asian Nations (ASEAN) about 
some vague diplomatic principles which 
he calls the “Abe doctrine". But mostly 
he was concentrating on Japan's other 
election, in October, when the ruling 
Liberal Democratic party goes through its 
every-other-year ritual of picking a prime 
minister. Mr Abe, bland and woolly, is 
the hottest tip to take over from Mr 
Yasuhiro Nakasone. 

According to one cabinet minister (not 
an Abe man), there is an almost mathe- 
matical relationship between the election 
and the prime ministerial choice. If the 
Liberal Democrats win more than 285 
seats, says this man, the winds of success 
could waft Mr Nakasone into another 
two-year term in the top job. The trouble 
is that the party has not done that well 
since 1969. If it fails to win more than the 
250-odd seats it now holds, on the other 
hand, Mr Kiichi Miyazawa (the most 
vocal critic of Mr Nakasone’s economic 
policies) will get the post. If the result is 
between 250 and 285 seats, Mr Abe wins 
as the born compromise choice. The 
fourth candidate, Mr Noboru Takeshita, 
the finance minister, is given little chance 
because his faction is too divided. 

Since the middling result seems entirely 
likely, Mr Abe's chances look good. In 
most democracies, the man tipped as the 
probable next prime minister would be 
trying to grab the limelight and state his 





policies boldly. Not so Mr Abe, for two 
reasons. One is that the main election 
issue is Mr Nakasone's economic policy. 
and Mr Abe does not want to risk backi 
the losing side. The second is that Mr Aue 
has no policies. He has risen in Japanese 
politics by keeping his views to himself, if 
he has any. 

While Mr Nakasone loves to lead by 
example, Mr Abe prefers to hang back, 
carefully putting compromises together 
and letting others lead. One anecdote 
told about his first career, as a political 
reporter for the Mainichi Shimbun after 
1949, is that he got a big scoop about talks 
between Japan and the Soviet Union but 
persuaded other people to write the story 
because he did not want to stick his neck 
out. His subsequent rise in politics was 
due to a lucky break: Mr Nobosuke Kishi, 
later Japan’s prime minister, asked Mr 
Abe to marry his eldest daughter. 

Mr Kishi had been a friend of Mr Abe’s 
father, Kan Abe, a member of the prewar 
house of representatives. Mr Abe thus 
combined three of the best routes i 
Japanese politics: journalism, marri 
and inheritance. After working as priva 
secretary to Mr Kishi when his father-in- 
law was foreign minister and then prime 
minister in 1957-60, Mr Abe was elected 
in his father’s old constituency, in Yama- 
guchi prefecture at the western tip of 
Japan’s main island. Mr Kishi, who is also 
from Yamaguchi, is a rich man and re- 
mains, at the age of 89, one of the most 
powerful figures in the Liberal Democrat- 
ic party. 

With such support, Mr Abe has not had 
to dirty his hands. He has brought few big 
public-works schemes to Yamaguchi ir 
order to buy votes. Yamaguchi Universi- 
ty credits him with getting money for it: 
economics faculty, but that is about all. Ir 
1963 Mr Abe lost an election. He and hi: 
wife spent the next four years campaign: 
ing in Yamaguchi, financed by Mr Kishi 
He was re-elected in 1967 and has come 
top of the poll in the three-membei 
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_ Nowbuying more 
computer doesnt mean 
buying too much. 


If you want to buy a small addition to your conventional mainframe, you may 
have a big problem. 

You may have to buy more computer than you actually use, because most 
companies don't manufacture small slices of computer power. 

And you end up spending more money than you need to. 

Well, NCR just built a remarkable new computer that's changing that 

The NCR 9800. A 9800 can be upgraded in smaller slices than a conven- 

- tional mainframe, so you never have to buy more computer than you need. 

The secret is its architecture 

You add to it at the module level, instead of the system level. 

Usually, you don't even have to add boxes; the new modules can plug into 
your existing boxes. 

It makes the 9800 very efficient. And very small. 

For more information, contact your local NCR representative. 
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In the mid 1970s we believed tomorrow would bring a new 
and expanding era in civil aviation. 

It would require a new breed of ultra quiet, fuel efficient 
airliners capable of operating highly competitive ‘local’ services in 
an age of deregulation. 

So we developed the 146, the world’s quietest jet airliner, 
and one which can profitably bring jet services to routes where no 
jet has flown before. 

Fleets of 146s are now serving successfully in North America 
and in Europe, proving our point and opening the doors to new 
markets in Australia, China and the Far East. 

The 146 is not alone: it's one of a family of civil aircraft 
which, together with military aircraft, spacecraft and guided 
weapons systems, form part of a range of aerospace products 
unmatched by any other company in the world. 

Giving British Aerospace the skills and experience to meet 
the demands of tomorrow. 

For the airline planners those demands are met today. 
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“Lufthansa is not only famous for the 
maintenance of its planes.” 


This is an authentic passenger statement 





© Lufthansa 









: is brash as Mr Nakasone; апа with 
тапу ordinary Japanese because he looks 
cuddly, ordinary and. inoffensive. Even 
ће campaign chief for his Socialist rival in 
“Yamaguchi Says he would like Mr Abe as 
prime minister. 
~~ Unfortunately, even Mr Abe's spokes- 
man. in Yamaguchi could not, when 
_ pressed; think of any opinions held by his 
- boss. All Mr Abe can claim is that he 
i vels а lot. He has made more trips 
.. abroad than any previous foreign minis- 
ter. He was also а pretty far-flung minis- 
ter for international trade and industry in 
1981-82. He says this has persuaded him 
_ that Japan should have a more prominent 
' “ternational. role. His catchphrase is 
creative diplomacy”, but nobody knows 
what it means. 
| Unlike Mr Nakasone, Mr Abe has no 










Tell us a ı secret 


FROM QUR MANILA CORRESPONDENT 


|. Suppose you were а crooked business- 
тап who fled from the Philippines when 
President Marcos was deposed in Febru- 
сагу, and now want to return without 
being jailed. How would you go about 
it? The government of Mrs Cory Aquino 
has just the deal for you. Pay 10% of 
|^ your ill-gotten gains to the government 
гапа, providing certain other conditions 
| aremet, you сап come home and even be 
| -giyen a tiny welcome. The conditions are 
, that the illegal gains should be fully 
|. disclosed, that the returning exile should 
stay out of politics, and that the immuni- 
ху from prosecution applies only to com- 
mercial crimes—not, say, to political 
. murders. 
to The Aquino government-wants to be 
persuaded that the businessman is genu- 
inely repentant. That being so, he will be 
expected to lay information on any dirty 
-. deals carried out by his friends that he 
1 knows about. A bit of genuine treachery 
< will go down well with the Good. Gov- 
+e ernment Commission, which has devised 
= the plan. 
Cs -The-commissioners have not said how 
“| they will know whether they are being 
|. told the truth about how much question- 
able money is involved. But, since Mr 
cp. Marcos Іей, а lot of information has 
-| соте their way—some of it left behind in 
| the presidential palace—which will en- 
(| ab е them to make cross-checks. 
| How many exiles will go on their 
E knees. to return? The government be- 
"'Tieves that homesickness is a powerful 
force for repentance. The most famous 
xiles, Mr and Mrs Marcos, are fre- 
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academics and businessmen to advise 
him. As prime minister, he would proba- 
bly work through the party and the bu- 
reaucracy. If he does have.a brains-trust, 
it may be assembled by a friend, Mr 
Minoru Kusuda, head of the Japan Foun- 
dation, a state-financed sponsor of arts 
and education. 

All this does not necessarily mean that 


'Mr Abe would be a bad prime minister. 


He might change economic policy by 
increasing public spending and making 
tax cuts (favoured by the party's business 
backers). He would, however, be dovish 
on defence, even if this included avoiding 
embarrassing gestures like Mr Naka- 


sone's visits to Japan's war memorial. He 


is good at the ceremonial and atmospher- 
ic aspects of diplomacy and he is tall, so 
he would look good in summit photos. 
Mr Nakasone's predecessor as prime 
minister, Mr Zenko Suzuki, had the nick- 
name of."Mr Do-nothing". Mr Abe 
would. probably deserve.it just as much. 
But nobody will be able to accuse him of 
pretending to-be anything different. 





quently on the telephone to friends in 
Manila. Mrs Marcos is said often to be in 
tears when she talks of her loneliness and 
of her longing to return to Leyte Island, 
where she spent her girlhood. However, 


-the commissioners have said that they 
would not до а 10% deal with the 


Marcoses themselves, their family or 
close cronies who are already under 
investigation. A lot more than 10% is 
expected from them. 

So far the government has collected 
$75m in cash and property said to have 
been filched. during the Marcos years. 
On June 25th the United States gave the 
Philippines $200m which the Americans 
said was aid but the Filipinos said was 
rent for the American bases in the Phil- 
ippines. Whatever it was, the country is 
still-hard up, and every peso from a 
contrite exile ш be aae received. 









Peru MENOR 
The hard hand. 


Peru's 37-year-old йыш president, 
Mr Alan Garcia, had. aske 
chat a few friends who we 
meeting of. the Socialist: 
his capital, Lima. Soon 
settled down to a few dr 






























































uprisings in three j jail 
bers of the country's Shinin 
la movement. : 
The army had been itchi 
own back on the Maoist reb 
been causing mayhem in se 
the country. The impriso 
been virtually running th 
jails. The outbreak о 
June 18th; was accompanied 
bombings in Lima, which 
argument that the prison 
tempting a break-out or an ins 
But the scale of tbe casualti 
prisoners. died before cal 
had made some people: wonde 
was quite as simple as that. | 
Although there is little syingatliy foi 
the guerrillas among Peruvians, there is 
also little affection for the army, which. 
ruled the country from 1968 to 1980. The 
bloody business in the prisons may ever 
have helped Shining Path, if it cuts away 
support for Mr Garcia's government. The 
guerrillas, who love the idea of polarisa- 
tion, on June 24th attacked a train taking 
tourists to the Inca ruins of Machu Pi 
chu, one of Peru's few tourist attractions, 
killing eight people, among them four 
foreigners. Some right-wingers are now 
calling for harsher counter-insurgency 
measures. Another step to: a fight be: 
tween the poles? UP 
Mr Garcia said that the use of force in: 
the jail was justified: but accepted that at 
least 30 or 40 prisoners had been killed 
when they tried to surrender. Those re- 
sponsible would be tried, he said, “The: 
is not; апа will not be; militarisation- 
Peru", Mr Garcià insisted. It is possible 
that some officials, with three prisons 
violent chaos and the noise of bombs in 
their ears, did not spend much time trying 
to negotiate before calling in the army. 
Mr Garcia had been hoping to win the 
Socialist International's backing for hi 
refusal to pay the. full amount due o 
Peru's foreign debt, Instead, he foun 
himself defending his use of la man 
dura, the hard hand. The Socialist In 
national people watched and worr 
The worry was not diminished. when 
woman tried to fire a mortar shell at t 
hall in which Mr Willy Brandt and oth 
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dignitaries were meeting, blowing herself 
up in the process. 

The visitors issued a careful statement 
supporting their host but expressing con- 
cern about possible excesses. They won 
assurances from Mr Garcia that Peru 
would be open to investigation by inter- 
national human-rights groups. His gov- 
ernment has already started its own 
inquiry. 


Australia 


Can anybody be 
that safe? 


FROM OUR CANBERRA CORRESPONDENT 


Australia, condemned by the slump in 
commodity prices to be no longer the 
Lucky Country, is being invited to think 
of itself as the Safe Country. A review of 
Australia’s defences commissioned by the 
minister of defence, Mr Kim Beazley, 
assumes that no country will be in a 
position to attack Australia for most of 
the rest of this century. On that basis, it 
proposes the final abandonment of the 
principle which was. the centrepiece of 
Australia’s defence policy until a few 
years ago. 

The author of the review is Mr Paul 
Dibb, who works at the Australian Na- 
tional University. He does not confine 
himself to weapons, logistics, and so on: 
he discusses the circumstances in which 
the country’s armed forces might be 
called upon to operate. What he says is to 
be discussed when parliament resumes 
for the budget session in August. Mean- 
while the armed forces, the ex-service- 
men’s league and the opposition parties 
are taking deep breaths about it. 

Mr Dibb firmly and decisively rejects 
the “forward defence" concept which was 
accepted by all Australian governments 
until ten years or so ago. This concept 


The Somme was never like this 


* 


took Australian soldiers into two world 
wars and into Korea, Borneo and Viet- 
nam. It argued that Australia could best 
preserve its security by suppporting its 
great and powerful friends—first Britain, 
then the United States—on foreign bat- 
tlefields. It has been fading for some 
time, since Britain withdrew into Little 
Europeanism and the Americans got 
beaten in Vietnam; Mr Dibb thinks it 
should now be laid to rest. 

He assumes that there is no obvious 
threat to Australia, “опе of the most 
secure countries in the world", because of 
its geographical position. Its neighbours 
are at present incapable of mounting a 
serious invasion, and he reckons that 
even huge Indonesia, the giant just to the 
north, would need ten years at least to 
acquire such a capacity. Mr Dibb wants 
Australia to stay in ANZUS, the alliance 
with America, because of its value for 
stable deterrence of the Soviet Union, but 
he does not see any requirement “for pre- 
committing our limited forces to Anzus 
contingency planning for global war". He 
advocates armed forces which can deal 
with small encroachments on Australia's 
northern coast by “а strategy of denial", 
which would make life impossible for 
minor attackers. Australia would use its 
geography to help its soldiers. 

To implement such a strategy, Mr Dibb 
makes detailed recommendations for 
each of the three services, as well as 
giving some much-needed advice about 
how they should work together. The 
Australian navy should concentrate on 
submarines, and generally on smaller 
ships than it has been asking for. The 
army should put more of its troops in the 
north, make them more mobile with 
helicopters, and put its tanks aside. The 
air force should organise itself primarily 
to deal with targets at sea. 

What is there for Anzus in all this? The 
Americans have some useful communica- 
tions and space-tracking bases in Austra- 


lia. But there is a difference between the 
Dibbs approach to America and the way 
Australia behaved towards its great allies 
in 1914, 1939.and 1965. In general the 
Dibbs view is a logical extension of what 
the defence department has been saying 
for a decade. It will not be palatable to 
those parts of the armed forces which like 
the idea of a roving life. But it will appeal 
to a basic Australian desire for self- 
reliance—which may find itself at war 
with another basic desire to be protect- 
ed—and seems likely to be adopted in the 
end. 


Israel 


Not exactly an 
elegant way out 


FROM OUR ISRAEL 








Shin Beth, Israel's secret organisation fc 
fighting terrorism inside the country, may 
at last return to its accustomed shadows. 
On June 25th its controversial chief, Mr 
Avraham Shalom, placed his head on the 
block and resigned. The block was fash- 
ioned by the heads of the two government 
parties, Labour's prime minister, Mr Shi- 
mon Peres, and Likud's deputy prime 
minister, Mr Yitzhak Shamir. It was that 
device to end a scandal which has shaken 
the government. 

Mr Shalom had been held responsible 
for the killing—presumably by Shin Beth 
agents—of two Palestinians who hijacked 
a bus in April 1984. He was alleged to 
have given false evidence to two commis- 
sions inquiring into the business. At the 
time of the incident the prime minister 
was Mr Shamir, who is due to return to 
that job in October. Was Mr Peres fully 
briefed by Mr Shamir about the killings 
when he became prime minister in Seg 
tember 1984? These are the legal an- 
political matters which have been exercis- 
ing Israelis over the past few weeks. 

Last month Mr Yitzhak Zamir, the 
then attorney-general, ordered a police 
inquiry into the incident. Neither Mr 
Peres nor Mr Shamir wanted an inquiry. 
Mr Peres takes the view that “democracy 
must defend itself", and protect its de- 
fenders' secrecy, and Mr Shamir says that 
any airing of Shin Beth's methods would 
help terrorists. But the politicians were 
powerless to stop Mr Zamir's probings. 
He was then replaced by Mr Yosef Har- 
ish, presumably picked for his willingness 
to look for a way out of the problem. But 
Mr Harish also decided that he could not 
stop some form of judicial inquiry. 

The "solution" this week was hardly 
elegant. After a meeting of the inner 
cabinet, the Shin Beth chief said he 
wanted to resign because he had been 
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A. 
Peres half-forgives his Shin 


blicly named (by an American televi- 
sion station) and because the affair had 
made it impossible for him to discharge 
his duties. The president of Israel has 
given a "pardon" to Mr Shalom and three 
subordinates involved in the incident. 

The president acted under his power to 
pardon “delinquents”. A committee is to 
be appointed to draw up a code of future 
conduct for Shin Beth. Mr Shalom's suc- 
cessor has been installed, a cabinet 
spokesman says. The three subordinates 
have not resigned. One of the nine inner- 
cabinet members, Mr Ezer Weizman, has 
objected to the resignation. By accepting 
a pardon, he said, the Shin Beth leader 
had incriminated himself without due 
process of law. 

The cabinet decision may take some of 
the heat off Shin Beth, but it leaves Israeli 
politics as emotion-charged as ever. A 


outh Africa 


The art of delay 


Western governments and President Bo- 
tha sometimes sound as confused as each 
other over what to do about South Africa. 
In America, the House of Representa- 
tives, the Senate and President Reagan all 
seem at odds over the issue. In Britain, 
Mrs Thatcher continues to speak out 
against sanctions but looks nonetheless as 
if she will have to allow Parliament to 
impose some more, in addition to oil, 
arms and sporting links, as well as the 
"tiny" measures (Mrs Thatcher's word) 
agreed by the Commonwealth last year. 
Otherwise the Commonwealth and the 
unity of her Tory party could be at risk. 
Hopes for some sort of West European 
consensus may founder in lowest-com- 
mon-denominator nothingness. 
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former Labour justice minister, Mr 
Chaim Zadok, has called this a black day 
for the rule of law in Israel. The question 
of whether Mr Peres was briefed when he 
took over as prime minister seems to have 
been put to one side. Four motions of no- 
confidence in the government have been 
tabled in the Knesset. 

Has the government used the office of 
the president, and his powers of clemen- 
Cy, to get itself out of a corner? It has led 
the president to commit the legal absurdi- 
ty of pardoning a person not sentenced 
for any crime. President Chaim Herzog, 
defending his decision in a broadcast, said 
that he could legitimately be swayed in 
discharging his powers of clemency, not 
merely by individual cases, but also by 
considerations of public interest. It is a 
gallant answer but not everybody in Israel 
is satisfied. 


As for South Africa itself, Mr Botha 
continues to hope that his huge crack- 
down against black radicals, of whom 
about 4,000 have just been detained, will 
bring peace and enable milder-mannered 
blacks to convince their brothers to stop 
rebelling. But such thinking seems wish- 
ful. All that seems certain is that the 
sanctions bandwagon will lurch on, that 
western governments will be able, at 
most, to slow it down rather than halt it, 
and that Mr Botha has little inkling about 
what might restore calm to his country. 

The British cabinet seems ready to 
approve virtually any device which might 
protect Mrs Thatcher’s constantly de- 
clared view that economic sanctions 
"won't work"—even, now, to the extent 
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of offering mild sanctions to stave off 
harsher ones. Mrs Thatcher knows that 
Britain’s case for doing nothing at all has 
already been weakened by South Africa’s 
rebuff to the Commonwealth “eminent 
persons group". The group, proposed at 
the Commonwealth conference at Nassau 
last year, was regarded by Mrs Thatcher 
as a stalling device. Now, after touring 
South Africa, it has told Britain that 
sanctions should be imposed. 

Mrs Thatcher was at first as dismissive 
as usual, but on June 24th, while pressing 
for "positive sanctions", such as more 
help for black education and social ser- 
vices in South Africa, she appeared to 
accept that she might have to put embar- 
goes on new investment and on fruit and 
vegetables, an area—it was cynically not- 
ed—where Europeans might welcome a 
bit of protectionism. A group of 50-plus 
Conservatives for Fundamental Change 
in South Africa is arguing in favour of 
selective economic sanctions. 

In the United States on June 18th the 
House of Representatives passed its most 
fearsome anti-South African resolution to 
date, calling for a stop to American trade 
within six months and the selling-off of all 
American investment in South Africa. 
The Senate is likely to reject so fierce a 
bill, if it has time to debate it before the 
end of the year. But when, by September 
9th, Mr Reagan has to reconsider the 
executive order he was cajoled into sign- 
ing last year and which applied limited 
sanctions (on loans to the South African 
government and on importing Kruger- 
rands, among other things) he will proba- 
bly have to take note of the sentiment 
expressed in the House on June 18th. 

So deadlines will not crowd in until the 
end of summer. Mr Reagan has more 
than two months. Mrs Thatcher has to do 
something before the Commonwealth 
heads of government meet on August 
3rd. Soon after that, Mr Botha's National 
party congress gathers to consider how to 
fix the final piece in his constitutional 
jigsaw—black representation in central 
government. 

Mr Botha's men might consider a 
fourth parliamentary chamber to stand 
beside the white, mixed-race and Indian 
ones. Already Mr Botha can appoint 
blacks, as well as South Africans of other 
hues, to a newly-created “national statu- 
tory council” (an advisory body which is 
supposed to have the president’s ear), but 
he has been unable, so far, to find any 
black willing to join it. According to Mr 
Botha, the state of emergency should 
restore peace and end intimidation—the 
alleged reason why so few blacks are 
prepared to co-operate. So far there is no 
sign of that. Mr Botha’s cther task, it 
would seem, is to prepare his white com- 
patriots for a siege economy. 
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BLACK AFRICA’S FUTURE 





Can it go capitalist? 


All over black Africa 
economic 


ments are e 
policies. The experiments will fail unless the rich countries 


menting with sensible 


can dig into their pockets to give them just a bit more aid 


Black Africa is trying to join the real 
world. For the first quarter-century of 
their independent existence, practically 
all the 40-odd states between the Sahara 
and South Africa tried to run their econo- 
mies by quirky rules that their trading and 
financial partners elsewhere in the world 
did not accept. The experiment failed. 
Now more than half of those countries are 
trying to get back into thé world game, 
and have invited the referees of the 
International Monetary Fund to blow the 
whistle when they get offside. 

This could be the start of the hoped-for 
African revolution. But success depends 
not only on the exercise of extraordinary 
political nerve by African governments, 
and of hard work and saving by African 
peoples, but also on the willingness of the 
rich nations—which have a real stake in 
Africa's transformation—to back the 
change with money and with skills. 

The countries of sub-Saharan Africa 
have more in common than the colour of 
their people’s skins, and having been 
invented since 1957. Most—even some of 
the geographically immense ones—have 
few people. All were poor when the 
imperial powers left (although Ghana, 
the most prosperous then, was about as 
rich as contemporary Mexico). All de- 
pend for their inadequate overseas in- 
come on exports of vegetable or mineral 
raw materials to the industrial nations. 

Many of them have lately suffered 
exceptional misfortunes. The 1970s were 
the driest decade on record, wrecking 
harvests and driving farmers into the 
cities. There have been (and still are) 
some horrible wars in the region: not only 
on South Africa’s borders (Angola, Mo- 
zambique) but also in Sudan, Ethiopia, 
Uganda. Several African countries (Gha- 
na, Nigeria among others) have failed to 
organise stable governments. 

Where there has been stability, it has 
not brought economic success. Consider 
three countries whose presidents have 


26 


been unchanged since 1964. Zaire under 
Mr Mobutu Sese Seko is dead broke. 
President Kenneth Kaunda’s Zambia, 
both stable and peaceful, is over its ears 
in debt. President Julius Nyerere, a puri- 
tan, ran a stable regime in Tanzania, and 
resigned in 1985 leaving near-ruin behind 
him 


The common error of African rulers 
was to stick with economic policies de- 
rived from the half-understood European 
socialism of the 1950s and earlier. Gov- 
ernments, they seem to have thought, 
could create wealth by decree. People's 
untidy lives could be improved by govern- 
ment management. So they set up huge 
bureaucracies (which they could not af- 
ford to pay properly, and which therefore 
became corrupt as well as idle) to regulate 
every aspect of life. They paid for govern- 
ment projects from funds that were meant 
to pay for crops, and held down food 
prices so that farmers subsidised towns- 
people. They passed laws saying that 
foreign currency could be exchanged only 
at a rate far below what the market said it 





A quarter of a century of weeds to hack away 


was worth. 

These policies produced graft, bureau- 
cratic arrogance and a steady decline in 
production, especially of food and of 
export crops. The population of:black 
Africa has been growing at around 396 a 
year, meaning that it is set to double 
every 20 years. GDP per head (see chart 
on next page) has gone the other way, 
and food production has in many places 
fallen too as the population has grown. 

So how has black Africa survived? The 
places where farming has done worst have 
been given cheap or free grain from 
America's, and now Europe's, subsidised 
surpluses. Sometimes this saved lives; 
always it discouraged local farmers from 
growing more. As for money, Africa has 
increasingly borrowed it, both for invest- 
ment and for government consumption. 
Much of it has been promptly recycled 
out of Africa, by rich Africans, into 
secure boltholes elsewhere. 

The chart on the next page shows ho.. , 
in the years when the world's bankers had 
the Arabs' oil surpluses to recycle, they 
unloaded some of them on to Africa. 
Governments in the rich countries put in 
even more, often investing in hopeless 
projects. As the oil surpluses ebbed, so 
did the loans to Africa—just as the capital 
borrowed six or seven years ago is due to 
start being repaid, along with the interest. 
A great many African countries now owe 
so much, and are receiving so little, that 
they should, if they were paying up, be 
net providers of capital to the industrial 
world. But they cannot pay. 

Sudan and Mozambique have been 
written out of the world's financial system 
altogether, and can buy from abroad only 
with cash or on special lines of fresh 
credit. Nigeria, much the largest black 
nation and in the oil years the richest, has 
its accounts in such a muddle that nobody 
can find out whether, when or how 
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At the Annual General Meeting on June 25th the 
Chairman, Lord. Cayzer, made the. following 
remarks which are supplementary to his state- 
ment which accompanied the Accounts: 


AS reported we have achieved a profit for the past 
year. before tax of £76,848,000. | have once more 
expressed my view. that the consolidation of the 
"Group's share of the profits of associated companies 
flatters to deceive, as the sums of money we actually 
receive are very much smaller than the amounts con- 
solidated. 





: AS. reported in my Statement we have sold our 


M interests i in Exco and OCL, and this must be taken into 


account when considering this year's profits. 





| have reported that our shipping activity is almost at 
. an end. | am very sad that this should be the case, but 
the slump in world shipping is the. worst that | can 
remember in my lifetime, and we simply: could not 
afford to wait for the turn of the tide. Our association 
„with shipping, once our main activity, goes back to my 
“grandfather's day; without Sir Charles Cayzer's initia- 
tive B & C would not exist. 


:. Asl have said, the result from air transport is disap- 
pointing. The fixed wing side is a difficult one in which 
to make profits, but | am glad to say that, so far, things 
this year are rather better. In regard to Bristow Helicop- 
ters we are passing through a time of recession owing 
to the fall in the price of oil, but as | have said Bristow 
is a strong, well managed Company and will weather 
the storm. 





- Airwork continues to prosper and to trade satisfac- 


e d : чопу. Our other interests, including hotels and office 
||.. equipment, are also performing well. 





їч à Having sold the interests | have. mentioned we have 
begun. to re-deploy the funds which have become 
available. In my Statement | have mentioned several 





“Year ended December 31st 
Profitbefore taxation 
Profit before extraordinary items 
Shareholders’ funds 
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. of our new opportunities, such as Kaines, the com- 


modity dealing company, and The Scottish National 
Trust. More recently, we have:announced the forma- 


tion of a new company — Royale Resorts International dli 


Limited — jointly with. the Sun. Hotels International- 


Group: we look forward to the success of this new. 1| 


enterprise which constitutes a significant expansion of 
our existing interest in the hotel and leisure sector. 





We must, however, expect a little time to elapse 
before the profits from our new investments degit to 
flow in proper fashion. 





As usual | have great pleasure in expressing ту. 
warm thanks to all who work in the Group and by their : 
efforts contribute so much to it. Good management is. 


crucial to our success, and inthis regard l amveryglad. | |. 


to welcome Mr. John Gunn and Mr. David Kinloch to 


the Board of British & Commonwealth. They willbean | 


added strength to a good management team. 


! am also always conscious that private enterprise’ 
depends on a government which is in sympathy with 
that aim, and which believes that it is important for the 
community and. country. to have companies and... 
people who are ready to stand.on their own feet and 


«take advantage of opportunities as they become avail- 


able to them. We certainly agree with this, and the. 
Government have clearly shown that they think along 
these lines. 


| have said this is а year of change, and it must be ^ 
Clear that this will have some effect in the short term. 


Nevertheless ат quite confident that your Company | 


is soundly based and over the vain will continue. to: 
make progress. 





Finally, the time has arrived to change the name of 
your Company. The Registrar of Companies has given -= 
provisional approval for the name ~ British & Common- - 
wealth Holdings PLC — and the appropriate resolution 
will be put before shareholders in due course. 







1985 . 1984- 
76,848 66,218 
36,064 30,812 

481,542 351,408 





For a copy of the Report & Accounts telephone 01-283 4343, Ext. 138, or write 


to the Company at Cayzer House, 2 & 4 St. Mary Axe, London, EC3A 8BP. 























proposes to pay its debts. Bs 

... times tells its creditors what they want to 
. hear, but its officials’ would-be orderly 

< arrangements are rarely followed up in 

practice. Zambia's .once-rich copper 

‚ mines now earn only a pittance. The 

Ivory Coast, once held up as a model of 

capitalist development in Africa, is going 

cap in hand to its creditors. And so on. 

_ Africa's debts are, by the standards of 

the biggest borrowers in Latin America,, 

peanuts. But most African economies are 

peanut-scale, as heavily loaded by a mod- 
: est debt as larger ones are by a huge one. 
Debt crises, in theory, are exceptional 
сапа transitional. But Africa's debts are 
7 ће rule, not the exception; and they аге 
г not transitional either. The theory is that 
, debtors can restrict their imports and let 
‘their exchange rates fall, so that their 
< exports, thus made cheaper, rise—mak- 
< ing the debt repayable out of higher 
|; earnings. 

Виш with a few exceptions (coffee is 
one), demand for Africa's traditional ex- 
ports will not increase because of a drop 
. in their price. However, a lower exchange 
. rate would still bring benefits by encour- 
aging more production: Africa has been 
losing share in world markets. The new 
..Sorts of export production that Africa 
. needs lie at the end of a long haul—much 
: longer than the period over which bank- 

ers like to be assured that their money 
will at last come back. 
































































India showed the way 
. There is a precedent for coherent interna- 
tional action to rescue an apparently 
doomed economy. In the early 1960s 
some of the established prophets foretold 
: that India was a hopeless case. That 
-country—more populous than all black 
Africa—was helped both by direct coun- 
try-to-country aid, often at less than com- 
mercial rates of interest, and by cheap 
multilateral loans through the special af- 
-filiate of the World Bank called the 
International. Development Association 
.. (IDA). India is now furiously developing 
` its exports, of food among other things, 
and has this year, along with China, 
voluntarily forgone its right to cheap IDA 
money so that Africa can get more. Aid 
can work, provided both donors and 
recipients get their policies right. 
‚бо how can Africa be helped to encour- 
саре its people to use the aid creatively? 
Helping countries that stick with nonsen- 
sical policies is merely a way of perpetuat- 
ing waste. The Nigerian government re- 
` fuses to devalue its currency to a redlistic 
rate. Until it does so, any money the 
country gets is bound to be wasted, or 
stolen. Withholding aid is the way to help 
{һе country get things right. 
_ Equally, it would be a waste to help 
Ghana if its government were not quite 


Sources: IMF World Bank 














Net externai 
borrowing 














БЕА ЕЕН; WEEE TENUIS ТИРА ЧИНИ Tg 
1976 77 78 79 80 81 82 83. 84 85 





fiercely cutting its overblown civil service, 
and diverting the money once spent on it 
to paying cocoa farmers properly for their 
crops. This is what, with heavy persua- 
sion, Ghana's government is doing, and 
its people are starting to benefit. The 
lenders, and especially the International 
Monetary Fund with its transitional finan- 
cial arrangements, are often criticised by 
borrowers for imposing unduly harsh con- 
ditions before they will help. But the 
harsh conditions are often the most valu- 
able part of the help—and the IMF can do 
its member governments an extra favour 
by taking the blame for things they want- 
ed to do, but did not dare. 

Outside financial institutions are frank- 
ly intervening to impose healthier poli- 
cies. The governments that follow their 
advice, even reluctantly, are thus taking 
risks that the outsiders must recognise. It 
is tough to abandon the myth that the 
poor can make their own rules, tougher 
yet to overturn a quarter of a century of 
misguided teaching by the usual African 
machinery of a one-party state. The risk ís 
greatest of all for military regimes. Under 
“African socialism", generals, ministers 
and senior bureaucrats have done well; 
whole armies have prospered on imports 
of equipment made artificially cheap (in 
terms of domestic currency) by an over- 
valued exchange rate. 

Several of the impressive turnarounds 
of policy recently made by African gov- 
ernments have followed the death (as in 
Guinea) or retirement (as in Tanzania) of 
a once-revered leader. New men find new 
measures easier, and are young enough to 
remember nothing of the imperialism 
whose ghost is stirred when the multina- 
tional corporations start investing again. 
None of the governments pursuing the 
new policies has yet been overturned in a 
coup, though several attempts at coups 
have been made. 


That is why the reforms must succeed. ` 


Smaller government, freer (but more re- 
alistically. priced) trade, fewer permits, 
more money. for farms rather than for 
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cities, must be seen reasonably to pay off 
in the general welfare of the people. 
Otherwise the brave reformers will be 
swept away, and the old bad habits will. 
creep back, to the ruin of nations. 

Debt is enforcing the belated but neces- . 
sary reform of Africa's economic policies. 

But if African countries are forced actual- 
ly to pay those debts, or even a substan- 
tial part of them, they will not be able also 
to afford the few imports they need to 
grow more food, increase their exports, 
and improve their people's welfare. They 
have got to have more help. 

The World Bank reckons that, to ser- 
vice its present debts and also to import 
the same amount per person as it did in 
1980-82, black Africa would need $2.5 
billion a year more in grants, low-interest | 
loans and debt relief than it was getting 
then. About $1 billion of that is likely to 
be provided, mainly. through new IDA 
money and a topping-up of the existing 
African Development Fund. Moreover; : 
imports in the drought and dear-oil years 
of 1980-82 were pretty certainly more 
than is needed today. Sensible exchange - 
rates would cut luxury imports and redu 
the temptation to smuggle money ou: 
illegally. The best new guess is that Africa 
needs $15 billion a year; is already prom- 
ised $13 billion, with another $1 billion 
likely; and is therefore $1 billion short. 

Is the world willing to put up that much 
more? America, even if not trapped in 
the coils of Gramm-Rudman, seems set 
for stinginess on foreign aid. So are two 
other big donors, Britain and West Ger- 
many. The French are already generous, 
the Italians have sharply bumped up their 
aid (most of it tied to Italian exports). 
Neither is likely to do much more soon. 
Expansion of Japan's aid effort is the 
only, tenuous, hope. 

The foolish policies of the past quarter- 
century took black Africa near to ruin. If 
more help is not now forthcoming, ruin 
will be accomplished after sound policies 
have at last been tried—and, for lack of. 
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‘Lady Liberty lifts her glass 
eside the golden door 


ork is about to give a giant party. It 

will take place over the weekend of July 
4th, the traditional celebration of Ameri- 
can independence, which will be used this 
year to mark the centenary of the Statue 

| ibe пу in New York harbour. The 
given by the people of 

as s been „painstakingly restored 


isa dazzling flame ‘of gold 

the torch—a flame that now 

‘seems emblematic of the commercialism 
that pervades Liberty Weekend. 

About 15m sightseers, it is thought, will 

come to see the scheduled events over the 

"weekend. President Reagan will unveil 

and light the freshly decked-out Liberty, 

‘with an audience of luminaries, including 


looking on. Those who want a clear view 
f the opening ceremony are paying 
$5,000 a seat for the privilege. For that 
‚ they can rub elbows with Mr Lee Iacocca, 
Һе president of Chrysler, who headed the 
" fund-raising campaign for the joint resto- 
"ration of the Statue of Liberty and Ellis 
Island. For $10,000, a couple can see the 
-relighting in the company of former Gov- 
г ernor Pierre du Pont of Delaware, then 
end the following evening watching 
s as they dine aboard a luxury 
t Bob Hope, who is one of 12 
naturalised ‘citizens being awarded the 
Medal of Liberty by Mr Reagan, will 
entertain aboard another luxury yacht on 
both evenings, for which tickets, includ- 
ing dinner and dancing, аге $1,000. a 
rson. Restaurants with a good, though 
- distant, view of the festivities are charging 
as much as $700 for dinner, while hum- 
“bler seats, with neither food nor celebri- 
ties, are $60 each for the parade of tall 
ships and $40 for the fireworks. 
iv Nothing like these stiff prices has at- 
tended · previous celebrations in New 
York. At the time of America's bicente- 
“Mary ten years ago, the sailing ships and 
fireworks could generally be seen for 
^ nothing. And when the centenary of the 
oklyn Bridge was celebrated three 
ars ago, it was more or less a family 


NEW YORK 


'This time, however, commercialism is 
rife, largely because the fund-raising cam- 
paign was a private affair. A hundred 
years ago, Americans made voluntary 
contributions to pay for the base of the 
Statue of Liberty and the French had paid 
for its construction by public subscrip- 
tion, so there was a precedent for another 
appeal this time. Мг lacocca and his 
colleagues, impressed. by the money 
raised for the 1984 Olympics in Los 
Angeles, followed much the same pat- 
tern. They franchised the Liberty logo to 
companies on an exclusive basis. Even 
before the sales campaign to promote 
Liberty Weekend got under way, close to 
$250m was raised, mostly from compa- 
nies wanting to link Lady Liberty with 
their products. 

The loudest battle was over the sale, 
for $10m, of exclusive television rights to 
ABC. The rival networks protested that 
many parts of the celebration, especially 
those featuring Mr Reagan, were genuine 
news events that they ought to be able to 
televise. They singled out the bestowing 
of the Medals of Liberty by Mr Reagan. 
Mr David Wolper, a Hollywood film and 
television. producer. responsible for 
*Roots" and the Olympic extravaganza, 
insisted that the idea of the medal-giving 
was his, and that it ought to be regarded 
as an entertainment, just like the ceremo- 
ny in which retiring Chief Justice Warren 
Burger will swear.in 250 new citizens. 
After prolonged negotiations, ABC yield- 


ей on these two events, but will retain 


exclusive rights over most of the sched- 
uled programme. 

A celebration as big and varied as 
Liberty Weekend was bound to attract 
spoilsports, and it has already had many. 
Matters of taste aside, there are legiti- 
mate complaints that the 12 immigrants 
selected for the Liberty medals are far 
from representative of the nation at large. 
They include one black, three Asians and 
five Jews, but no Roman Catholics and 
nobody of Irish, Italian or Polish descent. 
(New York's. mayor, Mr Edward Koch, 
professed to be so incensed about it that 
he announced plans to give medals of his 


own to 70 naturalised citizens.) American 


blacks in general resent what they consid- — - 


er to be their exclusion from the celebra- 
tion; in any event, as most are descen- 
dants of involuntary immigrants, they feel 
the celébrations are inappropriate. ^ 

The Senate complained at the invita- . 
tion to the. Chilean government to send 
the four-masted Esmeralda, a ship appat- 
ently used for torture after the 1973 coup 
in Chile and hardly in keeping with Fran- 
co-American ideals of freedom, justice. 
and the rule of law. And protests have 
been voiced that companies and individ- 
uals with high incomes can deduct many 
of their expenses for the weekend, leav- 
ing the average taxpayer in Peoria or 
Austin or Akron to foot a large part of the 
bill. 

Despite all the carping, tFough, it will 
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be a lively party, so lively that some 
prudent residents will leave town to es- 
cape the hurly-burly of the crowds and 
traffic jams. Entrepreneurs among them 
may have let their apartments, particular- 
ly if they have access to roofs.with unin- 
terrupted views of the fun, for thousands 
of dollars for the weekend. The fears of a 
terrorist attack, which seemed to concern 
the police a few months ago, have reced- 
ed. But the police are taking no chances, 
leaving most of the force on duty over the 
long weekend. 

The United States is not the capitalist 
country it was 100 years ago, yet Ameri- 
cans still tend to use money as the criteri- 
on of class. That has not changed. It 
should also be remembered that, though 
most immigrants arriving from Europe 
passed the Statue of Liberty and were 
then confined to Ellis Island before being 
admitted, those who did not travel steer- 


. age were spared that experience. Now as 





The National Guard's jungle beat 
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then, money talks. 
Over the past three years, some 20,000 — fornia, where last year the guard itself 
Aid to the contras members of the National Guard from 40 refused to go to Honduras. This year 


Reagan's day 


Stop cutting bait and start fishing, said Mr 
John Rowland, a young Republican from 
Connecticut serving his first term in the 
House of Representatives. The House 
agreed with him. On June 25th, after a 
strenuous battle, members decided by 12 
votes to stop putting off the decision to 
supply military aid to Nicaragua's contra 
rebels. For President Reagan it was a 
signal victory. 

The basic argument among Americans 
is whether the United States should or 
should not be sponsoring a guerrilla war 
against the Sandinists who rule Nicara- 
gua. Few Americans defend the Sandinist 
regime—and nobody in Congress now 
does so—but a public opinion poll by the 
Washington Post and ABC news, taken 
last weekend, suggested that two out of 
three Americans oppose Mr Reagan's 
policy of giving aid to the contras. Yet 
only a relatively few congressmen were 
proposing on Wednesday that help to the 
contras should be brought to an end. The 
fight was between those, backed by the 
president, who would supply military aid 
straightaway and those, backed by the 
Democratic leadership, who would have 
postponed the decision on military aid 
until some time after October 1st, when 
the House would have voted on the whole 
business all over again. 

The winning proposal, sponsored by 
Republicans and Democrats, provides 
$70m of military aid and $30m of non- 
military aid. The assistance will be deliv- 
ered in three mixed batches without any 
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states have put in training stints in Cen- 
tral America. This year, 7,500 men will 
be going, most of them for two weeks or 
so. Much of their time will be spent 
building roads; some 4,200 Missouri 
guardsmen have been engaged on one 
such project, deep inside Honduras. 
Other projects, however, are more mili- 
tary in tone. Air Guard units (the Air 
National Guard has 115,000 members, 
the Army Guard 440,000) are said to 
have provided aerial intelligence over El 
Salvador. Last year, the Texas Guard 
staged joint armour training with Hon- 
duran troops near the Nicaraguan bor- 
der. In short, training in Central Ameri- 
ca educates guardsmen in the politics, 
people and topography of a place where 
they may one day have to fight. 

The National Guard, however, is 
meant to be under the jurisdiction of the 
governors of the various states; only in a 
national emergency can it be put under 
the direct control of the president. 
Hence the disquiet among Democratic 
governors, many of whom disagree with 
the administration's policies in Central 
America, about the sending of the guard 
on such manoeuvres. 

Іп Maine, Vermont and Mass- 
achusetts the governors, all Democrats, 
have refused to let their guard units take 
part in any operations in Honduras. The 
governors of Washington, Arizona, New 
York, Kansas and Texas have all asked 
questions about it. Mr Toney Anaya, the 


. governor of New Mexico, has said he will 


not allow guardsmen from his state to 
join manoeuvres in Central America. In 
April, the Reagan administration draft- 
ed legislation requiring state guard units 
to accept overseas assignments, but this 
was dropped when various governors 
objected. 

The struggle has gone furthest in Cali- 


Major-General Herbert Temple, the na- 
tional commander of the Army Guard, 
has threatened to pull both the air and 
army units out of the state in return. 
Guard officials recently told a subcom- 
mittee of California's state assembly that 
state Air Guard units have been flying C- 
130 transport aircraft in and out of Pana- 
ma, Honduras and even Nicaragua since 
1978. An officer said that the main 
purpose of the flights is to resupply 
American embassies in the three coun- 
tries, but he acknowledged that the air- 
craft also carried military supplies. 

Major-General William Shank, the 
commander of the California National 
Guard, then confided to the state legisla- 
tors that it might not always be appropri- 
ate for the guard to tell the legislature, or 
for that matter the governor, about its 
movements. The legislature has now 
passed a bill requiring the governor to 
give four weeks’ public notice of any 
manoeuvres in Guatemala, Honduras, 
El Salvador or Nicaragua. 

Most of the money for the different 
state guards, which last year amounted 
to about $7.4 billion, comes from the 
federal government. As defence spend- 
ing in general has increased, so has 
spending on the National Guard. 
Guardsmen now train around the world, 
from West Germany to Egypt to South 
Korea. In addition, different guard 
units, which once received cast-off 
equipment from the federal forces, now 
get the latest in tanks, fighters and 
transport aircraft. Indeed, the “‘profes- 
sionalisation" of the Air Guard has 
reached the point where nearly a quarter 
of its members are on full-time active- 
duty status. Two Special Forces units, 
one in Utah, the other in Alabama, play 
a large part in general planning for 
irregular warfare. 
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further vote (in theory, Congress can 
“disapprove” of the delivery of artillery 
and other heavy arms next February, but 
such a resolution would be subject to a 


presidential veto). The significant differ- - 


ence between this resolution and the one 
that it defeated was that the loser asked 
for another vote in the middle of the 
delivery process—at a date about a month 
before November's general election in 
the United States. 

Nothing succeeds like success. Yet the 
administration’s lobbying tactics, and at- 
tempts to arrange for the president to 
address the House, had seemed unchar- 
acteristically clumsy, leading to quarrels 
within the White House and a trading of 
insults between the Speaker and Mr Rea- 
gan’s chief of staff. In the end, the 
president made his Nicaraguan bid in a 

_speech from the White House on Tues- 

у. The speechwriters had excelled 

emselves. Congressmen, running out of 
new things to say about an issue on which 
almost everything has been said already, 
quoted bits to one another: if Americans 
go on arguing “а future president and 
Congress will face nothing but bad 
choices, followed by worse choices.” 

Descending from eloquence, Mr Rea- 
gan frowned on possible "financial cor- 
ruption" among the contras. Concern 
about the contras' credibility goes quite a 
bit further than this. It looks as if about 
half the $27m given them in aid last year 
may never have reached its destination. 
The General Accounting Office, follow- 
ing a tricky paper trail, has found that 
some of the money was transferred to 
people, companies and banks with no 
apparent right to it. 

The new money that is supposed to 
reach the contras is being wrapped into a 
package of economic aid for Nicaragua's 

zighbours. At last, it is claimed, the 
__issinger commission's suggestions for 
the development of Central America are 
about to be implemented. Not so, say 
some congressmen, including such spe- 
cialists on foreign aid as Mr David Obey, 
who argue that providing money in this 
way is to spit into the hurricane of the 
area's financial crisis. Economic aid, 
however, was less at issue on June 25th 
than presidential authority. And that Mr 
Reagan has re-established. 


Tax reform 
Sailing through . 


WASHINGTON, DC 


"A great day for America," said the 
president, after the Senate had approved, 
by 97 votes to three, a radical overhaul of 
the tax system. Premature, perhaps; cyn- 
ics would say that a greater day will dawn 


es 
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when the arcane detail of tax reform 
disappears from the newspapers. Besides, 
the final shape of tax reform is not yet 
clear. Out of the glare of television lights, 
a conference committee drawn from the 
House of Representatives and the Senate 
must now get down to reconciling their 
respective plans. 

Those television lights, which for the 
first time illuminated a major Senate 
debate, are said to be one reason why the 
plan from the Senate Finance Committee 
sailed through unbarnacled—ignoring al- 
ways, as it is polite to do, the many 
"transitional. arrangements" protecting 
senators' pet companies already attached 
to it. The only significant amendment on 
the floor of the chamber was a relatively 
cheap one, costing about $2 billion, which 
will allow individuals to deduct from their 
federal tax bill 60% of the amount by 
which their state and local sales tax ex- 
ceeds their state income tax. So if a state 
has no income tax, a full 60% of the sales 
tax will be deductible; and, yes, the 
provision was indeed introduced by sena- 
tors from states without income taxes. 

The simplification of tax rates pro- 
posed by the Finance Committee was 
never seriously challenged; under Senate 
plans, there will be just two rates, of 15% 
and 27%, for individual taxpayers, with a 
top tax rate for companies of 33%. Those 
figures are not etched in stone; the House 
version of the bill proposes four rates for 
individuals, ranging from 15% to 38%, 
and a top rate for companies of 36%. 

Despite some similarities in the House 
and Senate plans, they have significant 
differences. The House plan, which 
would preserve more deductions, would 
benefit middle-income Americans more 
than that of the Senate—by a 9% drop in 
a putative total tax bill, compared with 
6.4%. That generosity would be paid for 
by increasing corporate tax rates by some 
$40 billion-over-five-years more than the 
Senate's plan (though the Senate, too, 
would increase corporate taxes as com- 
pared with current law). The question to 
be answered in conference is whether the 
Democrats who control the House will 
want to make a political issue out of their 
help for the ordinary Joe. If they do, they 
will complain that the Senate bill is a 
"Republican" measure that helps the 
rich. 

Given the size and bipartisan nature of 
the majority in the Senate, that will not 
be easy, and those factors will also work 
to the disadvantage of lobbyists for those 
industries, such as property, which would 
be hurt by the Senate's plans. Those 
lobbyists long since gave up any hope of 
relief from the Senate floor, and have 
been waiting for the conference as a last 
attempt to win back their deductions. The 
conference, and one other possible 
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source of help. A lobbyist for the mutual 
funds—hammered by the Senate, which 
would abolish deductions for most indi- 
vidual retirement accounts—is reported 


to have advised his clients to retire to the 
church of their choice, and pray. 


Newspapers 
Family feuds 


Arthur Ochs ("Punch") Sulzberger, the 
chairman of the New York Times compa- 
ny and the publisher of the Times, evi- 
dently reads his own newspaper. In early 
June a series appeared about family busi- 
nesses, noting both how successful they 
were at promoting service and quality and 
how weak they were, and vulnerable to 
takeover, if family members fell out. 
Within the next few days the New York 
Times Company announced new mea- 
sures to keep control of the firm, and the 
newspaper in particular, closely in the 
hands of the Sulzbergers. 

At present, the family holds 80% of the 
Class B shares, which have full voting 
rights, in the trust set up by Punch's 
grandfather when he began to reap profit 
from his founding of the Times. If the 
changes are approved by the sharehold- 
ers, holders of Class B shares will in 
future be able to sell them, provided they 
are offered to members of the family or to 
the company first. If there are no family 
takers, they can be exchanged for Class A 
(marketable) shares and sold to the pub- 
lic. By this device, the Sulzbergers hope 
that any descendants more interested in 
money than newspapers will be able to 
raise cash without putting the company, 
and the paper, up for sale. 

That this might happen is clear. News- 
papers may have their problems, but it is 
now accepted—as, a few years ago, it was 
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Pulitzer's legacy is at risk 
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not—that they will not soon be replaced 
by some electronic computer-sheet, nor 
shouldered out of the market by televi- 
sion. Most daily newspapers are monopo- 
lies in their cities, a rare power in itself, 
and rarer still if these newspapers are 
independent of the giant chains. Such 
papers are irresistible both to the chains, 
and to Wall Street generally. Newspaper 
shares, accordingly, are high. 

Prices paid for newspapers are at re- 
cord levels: about $200m for the Des 
Moines Register, bought by Gannett early 
last year; about $300m for the Louisville 
Courier-Journal and the Louisville Times, 


. also bought by Gannett this year; about 


$450m for the Baltimore Morning Sun 
and Evening Sun, bought by Times-Mir- 
ror in May. That, to date, is the record, 
but it may not stand for long. An offer of 
$625m has been made by Mr Alfred 
Taubman to purchase Joseph Pulitzer’s 
legacy, the Pulitzer Publishing company, 
which publishes the St Louis Post- 
Dispatch. 

All these newspapers were, or are, 
family concerns like the New York Times; 
unlike the Times, they did not take mea- 
sures to protect themselves in the present 
climate. Fatally, they were also under- 
mined from within. With the third or 
fourth or fifth generation from the 
founder, families can lose interest in their 
newspapers; and even if a majority of 
members still supports the enterprise, it 
may take no more than one dissident to 
bring the whole structure down. 

In the case of the Louisville papers, the 
two daughters of the controlling Bingham 
family were edged off the board by their 
brother and decided, apparently in re- 
venge, to sell their holdings; their father, 
Mr Barry Bingham, a man of courtly 
manners and almost legendary influence 
in Kentucky, supposed it might bring 
peace to the family if he put the whole 
paper up for sale. The Des Moines Regis- 
ter was sold because the third- and fourth- 
generation members, widely scattered 
out of Iowa and not much interested in 
journalism, wanted to cash in their hold- 
ings. The Baltimore Sun was sold without 
murmur because only one member of the 
original founding family remained on the 
newspaper's board. 

Manipulating shares is obviously a way 
to save an enterprise from takeover, but 
not all family newspaper companies have 
managed to do it successfully. The Eve- 
ning News Association, the owner of the 
Detroit News, bought 31,000 of the pa- 
per's shares at $250 each, in 1984, to ward 
off a predator; but the value of each 
share, if sold publicly, was soon reckoned 
to be nearer $1,500, and the pressure to 
sell from the fourth- and fifth-generation 
members of the Scripps family became 
irresistible. That company, too, went to 


Gannett last year. In the Pulitzer case, 
family members who owned 57% of the 
stock managed to buy out the dissident 
members who owned 22% of it, only to 
be faced with a continuing challenge by 
another wing of the family, the Quesadas, 
who own 21% and wanted to sell to the 
highest bidder. They still do. 

The sadness of these cases, in which 
families and papers of enormous standing 
in their communities suddenly fall apart, 
has affected even those newspapers which 
seem as solid as the rock. The Dow Jones 
company, publisher of the Wall Street 
Journal, is issuing a special class of stock 
to shareholders in an effort to make sure 
that the shares with voting control stay 
with the Bancroft family, which owns 
54.7%. The Washington Post may yet be 
thankful that it instituted two classes of 
stock, and limits on how the voting shares 


Copyright 


could be traded, as soon as it went public 
in 1971. 

Other huge newspaper companies 
which, for all their size, are still family- 
owned, may be vulnerable for having only 
one class of stock. They include Times- 
Mirror (the Los Angeles Times, the Den- 
ver Post, the Dallas Times-Herald, among 
others), owned 38% by the Chandler 
family; Knight-Ridder (the Miami Her- 
ald, the Philadelphia Inquirer), owned 
37% by the Knight and Ridder families; 
and Affiliated Publications (the Boston 
Globe), owned 57% by the Taylor and 
Jordan families. These newspapers exem- 
plify the best of family products built up 
slowly over the years. They have survived 
hard times for newspapers. It would be 
ironic if any of them were to be sold now, 
at the instance of impatient grandsons, 
because the times are good. 


Protection, by any other name 


At midnight on June 30th, unless Con- 
gress acts beforehand, a protectionist 
buffer will fall away, leaving the Ameri- 
can publishing industry to face its foreign 
competitors head on for the first time 
since 1891. That was when Congress first 
passed a law that denies copyright to any 
work written by an American but pub- 
lished in English abroad. The aim was to 
keep work at home for American print- 
ers. It has proved so popular over the 
years that it has been regularly extended, 
most recently in 1982 when Congress 
overrode President Reagan's veto rather 
than expose printers to competition; it 
was Mr Reagan's first such rebuff. 

The administration, however, has not 





Import-proof 


given up its opposition. The commerce 
secretary, Mr Malcolm Baldrige, calls the 
law “blatantly protectionist” and Ameri- 
ca's special trade representative, Mr 
Clayton Yeutter, is equally hostile. They 
complain that the copyright law makes it 
harder for America to protect its own 
intellectual property, such as movie char- 
acters or computer software, and to per- 
suade foreigners, notably in Asia, to 
reform their copyright laws. The law is 
also unpopular with American authors. 
They say that it encourages American 
publishers to commission work from for- 
eigners rather than Americans: a book 
written by an Englishman and printed in 
Colombia, for example, enjoys full copy- 
right protection in America. 

The most compelling cause for paus., 
however, is the prospect of retaliation by 
the European Community. The EEC is 
now asking GATT for permission to retali- 
ate against American exports of paper, 
tobacco, chemicals and machinery. Since 
GATT ruled against the American law in 
1982, the threat is real; $300m-500m of 
exports could be at stake. 

Now that wages are a smaller propor- 
tion of printing costs than they were, 
America's high-wage printers have less to 
fear from foreign competition. The feder- 
al government's International Trade 
Commission itself came to the conclusion 
in 1983 that repeal of the copyright law 
would cause only a temporary loss of 
jobs. The more thoughtful printers are 
therefore saying they would be ready to 
see American trade barriers removed for 
countries offering roughly equivalent ac- 
cess to American exporters; they are 
particularly incensed by Canadian protec- 
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Din and death in the Grand Canyon 


The collision between a helicopter and a 
light aircraft on June 18th which killed 25 
people was the worst, but by no means 
the first, fatal accident in the Grand 
Canyon in the past few years. One in 
1983 killed ten people. This time some 
regulation is likely to follow. 

It probably would have come anyway. 
Safety is not the only issue in the canyon. 
Another, which has been causing indig- 
nation for years and which was being 
considered at hearings in the week be- 
fore the accident, is the racket caused by 
about 60,000 flights every year over one 
of America’s greatest natural attrac- 
tions. Most of these flights are carrying 
sightseers who want a closer look at the 
mile-deep gorge and the Colorado river 
that runs through it, even at the rafts 
taking the more hardy through the 


canyon. 

But the people who pay $50-120 for 
the half-hour flight make up only a small 
oc scores bereit ee 
to park each year. Some are hikers 

ing solitude. Many resent the con- 
stant drone and buzz of aircraft and 
worry about the projected doubling of 
their number. Governor Bruce Babbitt 
of Arizona says crossly that “I can find 
more peace in downtown Phoenix than 
at the Grand Canyon." 

The 40 or so private operators who 
provide air trips over the canyon run the 
only unregulated businesses in the park. 
They argue that elderly or handi 

would see little without the 

ights; even the young and vigorous are 

unlikely to see wonders such as Deer 
Creek Falls without the air services. 

The park authorities will issue a re- 


tionism. The vehicle for their views is a 
bill sponsored by Senator Strom Thur- 

ond which is indeed accommodating to 

»me extent; it also, however, extends 
copyright protection indefinitely. It has 
had a rough reception in the Senate 
Finance Committee. 

America's is the world's biggest print- 
ing industry, but it exports no more than 
6% of output. The evidence is that the 


copyright law no longer serves printers, 
publishers or authors well, if ever it did. 


AIDS 


Frighten and be 
fired 





WASHINGTON, DC 


The one good thing about AIDS is that its 
spread can be checked by specific acts of 
human, mainly sexual, self-discipline. 
The main bad thing about the Justice 
Department's ruling on the right of em- 
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port, three years in the making, at the 
end of August. Among the possibilities 
are a ban on flying below the rim of the 
canyon; a ban on flights over part of the 
canyon, except in emergencies; and in- 
centives to the operators to use quieter 
machines. The conservation societies 
want to forbid all flying below the rim 
and some would require aircraft to re- 
main 18,000 feet above sea level—11,000 
feet above the canyon. More moderate 
voices suggest that 2,000 feet above the 
canyon should be the rule. 

The Grand Canyon is not the only 
national park to suffer from aircraft. 


ployers to discriminate against people 
with AIDS is that it slides away from this 
undisputed fact, into areas where preju- 
dice may prevail. 

The Justice Department had been 
asked by colleagues at the Department of 
Health and Human Services to decide 
whether the 1973 law that prohibits job 
discrimination against a handicapped per- 
son applies to people who either have 
AIDS (acquired immune deficiency syn- 
drome) or have been exposed to the AIDS 
virus. The assistant attorney-general's 
opinion, delivered on June 20th, was that 
the anti-discrimination law applies to the 
disabling effects of AIDS but not to the 
fear of contagion. What this means in 
practice is that an employer may not sack 
somebody on the ground that he is dis- 
abled by AIDS but may sack him on the 
ground that he is thought to be infectious 
to his fellow-employees. 

The spectre of a plague-like contagion 
is implicit in this opinion, which was 
substituted for a less tendentious draft 
prepared by the Justice Department's 
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Commercial flights are flown to remote 
mountain peaks in Glacier National Park 
in Montana, over an active volcano in 
Hawaii's Volcanoes National Park and 
to give people a close look at the presi- 
dential profiles on Mount Rushmore in 
South Dakota. And low-flying aircraft 
are by no means the only threat to the 
parks. The sheer pressure of visitors, 
commercial activity nearby (Grand Can- 
yon National Park is faced on the north 
by a uranium boom) and increasing de- 
velopment all endanger the park system. 


In words of the president of the 
Conservation Foundation, Mr William 
Reilly, the parks “сап no longer rely on 
their isolation to protect them from 
degradation." 





career staff but rejected by their political 
masters. Dr Robert Windom, the new 
assistant secretary for health, responded 
swiftly by stressing that no evidence sug- 
gests that the AIDS virus is spread through 
the sort of casual contact that occurs at 
work, in schools or in similar settings. Dr 
James Mason, the director of the Centres 
for Disease Control, added that there is 
no evidence of the disease being transmit- 
ted within a family (except to sexual 
partners or to children born to infected 
mothers) and strong evidence that there is 
no danger of catching AIDS through sneez- 
ing or coughing. 

In the five years of the disease's docu- 
mentation, 22,000 in America 
have caught AIDS and more than half of 
them, 12,000, are already dead. A tenfold 
increase, and more, is expected in the 
next five years; the projection is that by 
1991 America will have had 270,000 cases 
and nearly 180,000 deaths. Most of these 
future victims already have the virus in 
their blood. It is estimated that 1m-1.5m 
Americans are infected and that about a 
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quarter of them will come down with the 
disease within the next five years. 

Against these bleak figures, and in the 
absence, as yet, of any effective treatment 
or vaccine, the only tool for checking the 
spread of the disease is public education. 
The vírus is transmitted through blood or 
semen or a mixture of the two. Nearly 
three-quarters of the sufferers are homo- 
sexual or bisexual men and about a quar- 
ter are intravenous drug users (with over- 
lapping between the two groups); about 
7% are heterosexual men and women, a 
proportion that is rising quite fast. The 
goal, propagated by teachers, doctors and 
many of the people at risk, is to avoid 
sexual promiscuity and, in particular, un- 
checked anal intercourse; to observe ele- 
mentary rules of hygiene, including the 
use of a clean needle for drug takers; and, 
probably, to undergo the blood test that 
shows whether or not somebody has been 
exposed to the virus. - 

Suspects are less likely to allow their 
blood to be tested if, in the present 
climate of opinion, they run the chance of 
losing their jobs if the results turn out to 
be positive: people with the virus in their 
blood are often as infectious as those with 
the most deadly of symptoms. If the 
Justice Department's opinion were to be 
accepted, somebody who reacted posi- 
tively to the test, but without having the 
AIDS symptoms, would be even more 
vulnerable to dismissal than somebody, 
disabled by AIDS, who could at least argue 
for the protection of the law. 

The department's ruling applies only to 
jobs paid for partly or wholly by the 
federal government. But, although indi- 
vidual states write their own rules on the 
treatment of handicapped people, they 
traditionally accept a lead from the feder- 
al government on matters to do with civil 
rights and discrimination. 

The department's opinion could be 


challenged if and when a clutch of pend- 
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ing cases reach the courts. In Florida, for 
instance, an argument has been going on 
about whether the dismissal of a county 
budget analyst, who suffers from AIDS, 
breaks the state's handicap law. And the 
Supreme Court will be receiving briefs 
early next month in an analogous case, 
also from Florida; it concerns a teacher 
with tuberculosis, dismissed not because 
of her illness, which would be against the 
law, but because of her ability to transmit 
the disease, which, her employers claim, 
is not covered by the law. A different case 
could come from California. An initiative 
promoted by followers of Mr Lyndon 
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LaRouche has now gathered enough sig- 
natures to go on the ballot in November; 
it would control the movements of victims 
and carriers of AIDS. 

The damage done by the Justice De- 
partment's ruling is not that it raises the 
question of contagion but that, by its way 
of doing so, it nourishes the unsubstanti- 
ated belief that AIDS can be caught from 
casual contact in office, store or cafeteria. 
This confuses the issue. The disease is 
fearful enough without the extra cruelty 
of a policy which, if followed through to 
the end, could make more than a million 
not-yet-sick people unemployable. 








The Reagan administration (“Standing 
tall", “Маке my day", You can run but 
you can't hide") has brought an insatia- 
ble appetite for heroes. Rocky and 
Rambo fill the cinema screens. Clint 
Eastwood is made a mayor. Lee Iacocca 
of Chrysler, Victor Kiam of Remington 
and T. Boone Pickens, the Wall Street 
raider, mere businessmen all, become 
celebrities for the way they hack about 
the competition. Huckleberry Finn and 
Tom Sawyer are hooked out of their 
mischievous adventures and made mod- 
ern models of free enterprise. Presidents 
send in the cavalry hither and yon, and 
all’s right with the world. 

These times should be sweet for Su- 
perman, the nonpareil of American 
strong men. And there he is indeed, on 
the lunch-boxes and the T-shirts and the 
peanut-butter jars, still leaping buildings 
with a single bound and beating back 
meteors bare-fisted. But the importance, 
and ubiquity, of heroes today is such that 
poor old Superman will not quite do. 
He, or his comic books, are now going to 
take a leave of absence and come back 
re-evaluated for the late 1980s. 

The outline of the story will remain 
unchanged, Superman still falls to earth, 
is raised by Mr and Mrs Kent and enrols, 
as the reporter Clark Kent, on the Daily 
Planet. Lois Lane remains his femme 
fatale, and he will still pop into tele- 
phone kiosks to put on the same old cape 
and tights. But his publishers, рс Com- 
ics, insist that his character will be differ- 
ent. As Clark Kent, he will be tougher, 
with more intimations of his true powers 
(probably necessary if he wants to snare 
the new Lois Lane, who is to be “a 
terrific reporter, focused on her career” 
and juggling with “hostility and more 
primal emotions" whenever Mr Kent 
appears). He will be an exercise buff; he 
will write novels, and will be put in 
charge of features at the Planet. As 
Superman, however, he will be slightly 
less super, sweating more freely over his 
feats of endurance; as his publishers say, 
if he is holding back a Boeing 747, in 
future he is going to notice it. 


Middle age meets Superman 


The new look has come about because 
Superman seemed to be languishing a 
bit, and on his health (as on that of 
Batman, Spiderman, The Hulk and 
Wonder Woman) rests the health of the 
whole comic-book business in America. 
America is no longer the comics paradise 
it was in the 1940s, just after Superman 
was born, when nearly a billion comic 
books were sold every year and they 
could be found in every corner store; 
now the annual sales are 175m and comic 
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Even heroes need a rest 


books are not, generally, found in the 
supermarkets, because their covers are 
violent and too many people loiter about 
reading them. Comics have still not re- 
covered from the reappraisal of the 
1960s that blamed them for vandalism, 
delinquency and stupidity, much as tele- 
vision is blamed in the 1980s. But they 
are creeping back. 

The president of рс Comics, who on 
her election ten years ago was the only 
woman in a fiercely male industry, seems 
to have brought in a feminine preoccupa- 
tion with what characters are thinking 
and why they act as they do. Hence, 
perhaps, the new complications in Su- 
perman's life. But then, of course, he is 
middle-aged too, two years older than 
the 46-year-old Wonder Woman; it is no 
wonder that the spring in his step has to 
be preserved with a Nautilus machine. 
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Only less so 


М ООН SPAIN CORRESPONDENT 





: 's politicians wanted grey skies on 

June 22nd, for the first general election 

democratic Spain had ever held on a 

Sunday. They got sun. Even so, more 
o5 












a an in 1982, but. A than in 
| 1979). Та Madrid, a bride. voted in her 
wedding dress. In coastal resorts some 
voters appeared wearing bikinis and 
parked sail-boards outside. polling. sta- 
tions. The day produced the result most 
‘people. had been expecting: Felipe Gon- 
zalez's Socialist party was returned. to 
power, but with a rather smaller majority. 
The question the election left unanswered 
Was. who will be in the best position to 
. challenge the Socialists in the 1990s. 
. Мг Gonzalez did not gloat over ‘his 
victory, for the message from the elector- 
“ate was one of mild censure for his pale- 
pink government. The Socialists won 184 
‘seats in the 350-member Cortes, the low- 
er house of parliament, 18 fewer than 
they had got in 1982. The main opposition 
group, the conservative Popular: Coali- 
tion, slipped to 105 seats, one fewer than 
-i the outgoing parliament. The gains, 
К Lach: as they were, came in the centre, on 
the. left, and among the regionalist 
parties. 
The winner in the centre was Mr 
Adolfo Suarez. A former prime minister 
who survived the disintegration -ot his 

















More of the same in Spain, 


earlier party, Mr Suarez will lead a 
group of 19 in parliament under the 
banner of the new party he created 
four years ago, the Social and Dem- 
ocratic Centre. The gainer on the 
left; in a small way, was the United 
Left, which got seven seats com- 
pared with the four its biggest com- 
ponent, the mainstream Commu- 
nists, held. in | the. previous 
parliament. That presumably re- 
flects disappointment among some 
left-wingers with Mr  Gonzalez's 
conservative economic policies and 
his support for Spanish member- 
ship of NATO. 

The combined score for regional- 
ist parties jumped from 24 seats to 
35, 18 of them Catalans of a fairly 
unthreatening hue. The Basque 
vote, however, went less than be- 
fore to the reasonable Basque Na- 
tionalists and more to the party 
called Herri Batasuna, which sup- 
ports the separatist gunmen of ETA. 
Recession in the Basque country, the 
Socialists' anti-terrorist measures and 
their unsuccessful attempts to ban Herri 
Batasuna all contributed to the extrem- 
ists’ success. 

Continuity was the theme of the Social- 
ists' campaign, so Spaniards expect few 
surprises from the new government. It is 
likely to step up its efforts to reduce 
inflation and interest rates. Jobs can be 


| Felipe gets bulges around his edges 


| Seats in Spain's Cortes after élection in: 


1982 figures i in brackets 
Socialists 184(202) 


, United Left? (4*) 
] Other Basque 
“pe regionalists 2 (1) 
d Meri Batasuna 
502) 


Hi 








Social & Democratic Centre 19 (2) 


— ——— Catalan regionalists 18 (12) 
L- Basque Nationalists 6(8) 
Other regionalists 4 (1) 


Union of the 
Democratic Centre 
002) 


Popular Coalition 
105 (106) 


*Communists alone 


































































Power for another four years 


created only if the economy is healthy, 
Mr Gonzalez argued during the cam- 
paign, sounding more like Mrs Margar 
Thatcher than the man who four years 
ago promised to create 800,000 jobs. 
"Economic -conditions permitting” (to 
quote the Socialists’ programme), the 
government would also like to improve 
Spain's deficient welfare system and raise. 
standards in its schools and universities. 

















Unfrozen opposition : 
Although Mr Gonzalez does not need the. 
support of the opposition parties, he may- 
now be more inclined to listen to them, 
particularly on matters where their ideas. 
strike a sympathetic chord among some of | 
his own supporters. The newly successful: 
Mr Suarez has his own hobby-horses, 
such asa proposal. to shorten the length of 
military service. Parliament тау there- 
fore be a rather livelier place than it has 
been in the past four years, when the 
Socialists’ ample majority and the conser- 
vatives’ stale opposition reduced: most 
debates to a soporific formality. 

The loyalty and discipline which hold 
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FROM OUR SPAIN CORRESPONDENT 





Fancy-dress battles between Moors and 
Christians have been a feature of Span- 
ish folklore for centuries. Spain’s newly 
re-elected Socialist government is facing 
a real-life confrontation between Chris- 
^tians and. Muslims in Melilla, one of the 
two little Spanish enclaves on the coast 
of North Africa. Both Melilla and its 
sister Ceuta have been Spanish posses- 
sions for over four centuries. Both are 
now claimed by Morocco, and Moroc- 
co's claim is supported by most Arab and 
:: African states. 
About 45,000 Spaniards live in Melilla 
(including a 15,000-strong military garri- 
son), alongside perhaps 27,000 Moroc- 
cans, half of them illegal immigrants, 
Many of the Muslims have no national or 
civic status, since neither Spain nor Mo- 
rocco officially acknowledges their exís- 
tence. Most of them have no right to 
. ‘travel to mainland Spain and no access to 
"government welfare services. Conditions 
are much the same for Ceuta's 15,000 
Muslims (out of а total population of 
70,000). For the past few months, Mus- 
lim leaders have been negotiating with 
е Spanish government in order to im- 




















Mr Gonzalez's party together make the 
opposition appear more divided and far- 
ther from power than ever. But appear- 
ances may deceive. At the very least, 
there is a new fluidity to Mr Gonzalez's 
right which could allow a fresher-looking, 
and stronger, opposition to emerge. 

. Having failed to broaden its support, 
the Popular Coalition is in danger of 
falling apart, whether or not Mr Manuel 
-Fraga, once a minister under Franco and 
still mistrusted by many Spaniards, de- 
cides to retire. On June 23rd Mr Oscar 
Alzaga, the president of the Christian 
Democratic party (the mildest compo- 
nent of the Popular Coalition), an- 
nounced that he was resigning: a new 
formula must be found, he said, to attract 
centrist voters. His party has 22 of the 
Coalition's 105 seats and some of his 
followers favour а declaration of 
independence. 

Mr Alzaga and several other members 
of the. coalition used to belong to Mr 
Suarez's old party. Mr Suarez is unlikely 
to welcome into his new party the oppor- 
unists who, he says, "abandoned" him 
when he most needed their support, forc- 
ing him to resign as prime minister in 
January 1981. А month later an abortive 
‘assault on parliament threatened to make 
детостасу:а “parenthesis in Spanish his- 
tory", to quote the warning words of his 
resignation speech. : 

The old-fashioned Spanish right and its 
aditional: allies—the- Catholic church, 






































Moors 2, Christians 1 


prove the social conditions for their 
people—to the growing irritation of 
Spanish residents of the enclaves, who 
consider the Muslims to be ““Morocco’s 
Trojan horse". 

The latest flare-up in Melilla began 
after a Spanish football victory in one of 
the early rounds of the World Cup in 

` Mexico. Right-wingers gathered outside 
the home of Mr Omar Mohammed 
Dudu, a Muslim leader, waving Spanish 
flags, sounding horns and throwing 
stones at his windows. The Spanish gov- ` 
ernment's representative in Melilla, Mr 
Andres Moreno, rescued Mr Dudu and 
the two men toured Muslim quarters of 
the city, appealing to people “not to 
yield to provocation". 

On June 21st Mr Moreno allowed the 
Muslim community to hold an unofficial 
"election" in the mosques. He provided 
police protection and then congratulated 
Mr Dudu—the only candidate—on his 
victory. Mr Dudu, a former Socialist, 
received more than 9,000 votes, or about 
the same number as the Popular Coali- 
tion which the next day won the city's 
one seat in the Spanish lower house of 


the armed forces, and some bankers— 
dislike Mr Suarez, who delighted audi- 
ences during his campaign by calling the 
banking system “the wicked stepmother 
of Spanish democracy”. At the moment, 
it is easier to imagine him in a coalition 
with the Socialists or with the more sensi- 
ble sort of regionalists than with the 
people to his right. But that would fail to 
offer Spain the prospect of an alternative 
government. 

The apparent inability of the parties to 
the right of Mr Gonzalez to collaborate 
with each other worries some Spaniards. 
They fear that, unless the opposition pulls 
itself together, the Socialists will settle 
into an all-too-comfortable rut. That 
would be bad for Mr Gonzalez himself, 
whose critics already accuse him of be- 
coming arrogant and autocratic. It would 


certainly be bad for Spain's young 


democracy. 


Austria 


They go pinstripe 


Kann's der Franz? (“Can Franz do it?"), 
asked the cover of the. Vienna weekly 
Profil, speaking for the whole of Austria. 
Can Mr Franz Vranitzky, the new Social- 
ist chancellor, reverse his party's fortunes 
and lead it to another victory at the 
election due next spring? 





usly held by a Social- .. 
ist). Since. ‚ Spaniards in. Melilla... 
have clashed with the police while dem- 
onstrating for Mr Moreno’s resignation. 
Both Christians and Muslims are now 
watching Gibraltar. Many believe that 
an agreement between Spain and Britain 
about the future. of the Rock would 
‘swiftly be followed by an all-out Moroc- 
can campaign to- annex "Spain's Gibral- . 
tars"—not by military means, but possi- 
bly by the sort of "green march" of 
civilians that dislodged Spain from its 
former territory in the western Sahara, 
now the scene of a desultory and intermi- 
nable war between Morocco and the 
Polisario guerrillas. 
The new cosinéss between Spain and 
Morocco (which this week began joint 
manoeuvres in the Strait of Gibraltar) 
gives little comfort to the Spaniards of 
Melilla, who are looking and sounding | 
rather like the French of Algeria a quar- 
ter of a century ago. They indulge in the - 
same kind of sloganeering and horn- 
-blowing, denounce moderates as trai- 
tors, and appeal plaintively to the army's 
honour. And the right-wing politicians 
they cheer look remarkably like the 
French ones who encouraged the pieds: 
noirs all those years ago—and then aban- : 
doned them. ' 



































































Mr Vranitzky was appointed chancellor 
two days after the Socialists’ candidate for 
president, Dr Kurt Steyrer, lost the presi- 
dential election on June 8th to Mr Kurt 
Waldheim, who was backed by the oppo- 
sition People’s party. Whatever that re- 
sult meant for the rest of the world, it was 
a heavy defeat for the Socialist. party 
which has ruled Austria, alone: or in 
coalition with the small Freedom party, 
for 16 years. That is why Мг Fred 
Sinowatz, who had been chancellor since _ 
1983, resigned at once. d c 
The 49-year-old Mr Vranitzky attrac: 
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confidence. He looks like a well-groomed Soviet Union paved roads. The shortage of trucks is — 


banker, and Austrians call his appoint- 
ment the “retreat to the pinstripes”. He 
did well in 1981 when he was called in to 
rescue the nationalised Landerbank. He 
has been finance minister since 1984, and 
his colleagues and opponents alike re- 
spect his no-nonsense approach; unusual- 
ly for a Socialist, he is on good terms with 
the conservative opposition. He has kept 
clear of splashes from Austria’s political 
and financial mud-lake. When accused of 
avoiding duty on furniture imported from 
Italy, he was able to produce the neces- 
Sary receipt. 

Not all Socialists love him. Mr Vran- 
itzky stands on the right of his party. For 
many years he has been a close associate 
of Mr Hannes Androsch, the brilliant 
former finance minister and vice-chancel- 
lor who resigned in 1981 after charges of 
‘inancial irregularities. (Some have been 

lisproved, some are still being investigat- 
ed.) A few Socialists grumble that in 
Vranitzky they are getting back Androsch 
without the scandals. 

Mr Vranitzky has gathered around him 
a team very much in his own image. The 
new finance minister is the likeable Mr 
Ferdinand Lacina, who used to be in 
charge of the nationalised industries in 
Mr Sinowatz's cabinet; he resigned after 
Mr Waldheim's victory, but was persuad- 
ed by Mr Vranitzky to come back to a 
new job. Mr Rudolf Streicher has been 
appointed to Mr Lacina's old job in 
charge of nationalised industries after 
only two months in charge of one, the big 
Steyr-Daimler-Puch concern. A career 
diplomat and former secretary-general of 
the Socialist International, Mr Peter 
Jankowitsch, is the new foreign minister. 
The rest of the list is similar—youngish, 
competent, pragmatic. 

But the Socialist party is tired and 
lemoralised. Many of its members actu- 
ally want to go into opposition for a 
period of renewal. Mr Vranitzky's im- 
pending problems leave him little room 
for manoeuvre. The unions have asked 
for a tax reduction—a wage rise in anoth- 
er guise—which he says the country's 
huge budget deficit does not allow. Later 
this summer the nationalised sector is 
likely to announce another round of large 
losses, renewing pressure for factory clo- 
sures. Mr Vranitzky wants to dam the 
Danube at Hainburg; many Socialists, 
including some in his cabinet, do not. 
Last but not least, the Socialists’ small 
coalition partner, the Freedom party, 
seems to be falling apart. 

It may be too late for a Socialist victory 
next April. But the party's pragmatists 
are not despairing. They are dreaming 
again of a grand coalition with the Peo- 
ple's party, like the one that ruled Austria 
in the postwar period until 1966. 
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Rotten tomatoes, 
vanishing coal 


FROM OUR MOSCOW CORRESPONDENT 


Tring ip raava dho fogj 


Mikhail Gorbachev is a hard man to 
please. Despite a claimed 5.7% growth in 
Soviet industrial output in the first five 
months of this year over the same period 
in 1985, the Soviet leader has been in 
complaining mood. Change in the econo- 
my, he told the Communist party’s Cen- 
tral Committee this month, was “unduly 
slow”. Of the many problems he faces as 
he tries to get Russia moving again, one 
of the most serious is his country’s over- 
stretched and antiquated transport sys- 
tem. Can Mr Gorbachev get Russia to 
deliver the goods? 

Mr Gorbachev's investment priorities 
have been machine-building and comput- 
ers. He has set up a super-agency to get a 
grip on agriculture. But he has yet to 
come up with a way of improving efficien- 
cy on the railways, roads, rivers and 
aircraft that carry materials to factories 
and take goods to market. All too often, 
through mishandling or incompetence, 
goods fail to arrive: 40% of the tomato 
crop and millions of tonnes of coal are 
lost or wasted each year. Some Soviet 
economists have been urging the deputy 
prime minister, Mr Geider Aliev, a Polit- 
buro member and in charge of transport, 
to consider a plan for a centralised trans- 
port authority to cut the waste. 

Road transport outside the big cities 
remains primitive. In winter snow and 
spring thaw, thousands of miles of high- 
way are impassable. Only two out of 
every five Soviet villages are served by 





made worse by breakdowns and bad 
management. Trucks trundling along 
empty are a common sight on Soviet 
roads. According to a recent press report, 
four times as many men are engaged in 
repairing trucks as in building them. 

Mr Gorbachev hopes that, over the 
next five years, the introduction of more 
diesel-powered trucks will help to reduce 
fuel consumption in road transport. He 
also reckons that thousands of trucks and 
drivers, and at least 5m tonnes of fuel a 
year, could be saved if the incentives for 
transport workers were changed. The 
present system of setting plans for tonnes 
carried and distance travelled simply en- 
courages drivers to make useless jour- 
neys. Mr Gorbachev refers approvingly 
to an experiment under which some trans- 
port workers have been rewarded if they 
fulfilled orders and cut costs. But he 
complains that many officials are resisting 
the change, since it exposes the scale of 
their inefficiency in the past. 

There is even more room for improve- 
ment on the Soviet Union's 144,000- 
kilometre rail network, which still carries 
nearly half the country's freight (see 


‚ chart). Andropov made this an early 


target of his discipline drive when, in 
1982, he sacked the long-serving rail 
minister, Mr Ivan Pavlovsky, and ap- 
pointed Mr Nikolai Konarev to shake up 
the senior bureaucrats. The problems 
have eased, but not disappeared. 

Pravda complained recently about 
huge delays, continuing theft and spoil- 
age and—as in road transport—excessive 
attachment to the crude index of tonne- 
kilometres to measure performance. Tens 
of thousands of railway trucks are said to 
be languishing in sidings, some of them 
used as storage containers by hard- 
pressed factory bosses. Last year Pravda 
reported the “disappearance” of an en- 
tire 28-car freight train loaded with rocks. 

Some attempts are being made to 
streamline the bureaucracy. In April the 


Along haul 
Soviet Union's volume of freight 
transport,1984 
Total: 7,682.1 billion tonne-kilometres, of which 
rail 3,638-8 


sea 933-0 


river 264-3 


-road 475-1 
sir 3:3 


oil pipeline 1,370:3 
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Moscow city council decided to adopt a 
_ scheme tried out in Byelorussia to im- 
-< prove productivity. The council hopes 
that this. will eventually cut the city's 
railway workforce by 28,000 people, 
| 3,000 of them in management. But west- 
ern experts say much more than tinkering 
with the bureaucracy is needed. Much of 
the rolling stock is out of date and falling 
to pieces. Vast trains drawn by several 
__ locomotives damage the older lines. Only 
a fifth of the network is electrified and 
new electrification is going slowly, de- 
spite efforts to bring in West European 
firms to help. 

~The Russians can at least be proud of 
their success in one area. The network of 
oil and gas pipelines has expanded rapidly 
in recent years. Measured in tonne-kilo- 
metres, these pipelines now carry nearly a 
ird of the Soviet Union's freight. Some 
),000 miles of pipeline were laid be- 
tween 1981 and 1985, much of it in 
béria, where engineers and pipelayers 
ve had to overcome one of the world's 
harshest climates. 









FROMQUR SPECIAL CORRESPONDENT IN PRAGUE 


:] For years. they played to dedicated fans 
in barns and gardens, private apartments 
“and orchards. Because of their mocking 
tone and the spontaneity (zivelnost, not 
га popular word..among Czechoslovak 
Officials) of their lyrics, they were 
¿banned from performing in public 
| places. Things change, a little. During 
+ Czechoslovakia's first major rock festi- 
val, due to be held in Prague on June 
E: 28th-30th, several of the country's liveli- 
est bands will have a rare chance to play 
“their loud music in front of a large 
“audience. 

Despite official attempts to stifle it, 
«tock music in Czechoslovakia has flour- 
ished in a muffled way. The authorities 
' have reluctantly tolerated some groups, 
|, such as the heavy-metal Citron (“Lem- 

, on"), Czechoslovakia's answer to Status 
Quo, whose denim-jacketed fans let off 
:steam by furiously jumping up and down 
to the group's beat. The concerts, how- 
‘ever, are usually restricted to out-of-the- 
‘way towns and pubs. And many of the 
most unconventional groups, with names 
“like Zkopce ("Downhill") and Jeste 
 Jesme Se Nedohodli (We. Haven't Yet 
-"Agreed"), have been banned outright. 
The surprising thing about this week- 
end's festival is that even the normally 
banned groups have been invited to take 
"part. Some of their members have mixed 
- feelings about the invitation: “We can't 
_ Sing with our hearts," says a guitarist 

whose usual platform is a stack of bales 
. in a barn, "since the ministry of culture, 
which banned us in the past, is today 
organising the. festival." Even so, they 

















верн : 
Breaking point 


FROM OUR BRUSSELS CORRESPONDENT 





Tax-dodging is a habit Belgians find it 
hard to kick, even though more of them 
are getting caught. The reason is that the 
top rate of income tax, at 72%, is the 
highest in Europe, and Belgium's general 
burden of personal taxation has reached 
Swedish-horror proportions. Mr Paul 
Vanden Boeynants, a former Christian 
Democratic prime minister, was on June 
25th given a three-year suspended prison 
sentence and fined BFr620,000 ($16,000) 
for forgery and tax-evasion. “Only your 
services to your country have kept you 
out of prison", the judge told him. 

Over the past few years successive 
governments, strapped for cash, have 
raised tax rates and cracked down hard on 
fraud. The list of investigations still under 
way includes a currency dealer with close 
links to the Antwerp diamond communi- 


are likely to play. 

Is this thé beginning of a cultural thaw, 
at least for young Czechoslovaks who 
like this sort of noise? There are other 
encouraging signs. In recent months the 
independent-minded Jazz Section of the 
Czech musicians' union has suffered less 
harassment than usual. The Jazz Sec- 
tion's activities range a lot wider than its 
name suggests. It provides information 
on contemporary music and culture to its 
4,000 members and 100,000 or so sup- 
porters through its regular bulletins. 
Jóhn Lennon, dada, and surrealism have 
been among the subjects of the Section's 
occasional pamphlets. For the time be- 
ing, the government seems to have given 
up the idea of closing it down. 

Pessimists say that the more tolerant 
approach by the government is not a sign 
of a new liberalism, but an admission of 
defeat. The attempt to clamp down on 
anything that smacked of independence 
or spontaneity merely made these young 
people more rebellious and drove them 
underground—and so out of the govern- 
ment’s direct control. "It's not a thaw,” 
says one dissident in Prague. “It’s a sign 
that the authorities have no idea what to 
do about young people.” 








































ty,a leading private art t gallery in i Brussels 
and the country's biggest brewery, Stella 
Artois. But the government may now be 
running out of zeal. .. 

At the instigation of the Liberal party, 
the junior member of the centre-right 
coalition, Belgium's prime minister, Mr 
Wilfried Martens, is preparing to issue a 
so-called ‘taxpayers’ charter". The night- 
wing Liberals, strongly attached to the 
idea of individual freedom, have long 
campaigned to limit the powers of the tax 
authorities and to disband a special fraud 
squad which helps the public prosecutor’s 
office where there is “suspicion of tax- 
evasion. ' 

A prominent Brussels magistrate has 
protested against the proposed charter, 
saying that, without the fraud squad, 
cases like that of Mr Vanden Boeynants 


and others might never have come Чо. 


light, or to court. Long investigations by — 
people without. proper training in tax 
cases, the specialists argue, are liable to 
run up against Belgium's five-year statute 
of limitations for fiscal offences. Is the 
severity of Mr Vanden Boeynants's sen- 
tence, suspended though it was, meant to 
be a warning from the. courts to the 
government? T 


Italy S 
Sicily goes stable 


FROM OUR ROME CORRESPONDENT 





Italy's Socialist prime minister, Mr Bet- 
tino Craxi, thinks the Sicilians voted for 
stability in their regional election on June 
22nd. So does his main rival, the Chris- 
пап Democratic leader, Mr. Ciriaco de 
Mita. Since each believes he is the man to 


provide it, stability may not be what . 


Sicily—or Italy-—will get. 

Sicily's regional assembly has consider- 
able powers, but its government is made 
up of the same five parties that form the 
national coalition in Коте: so the chief 


interest in the regional election was its ` 


effect in Rome. Mr Craxi had hoped that 
his growing personal popularity, as shown 
in the opinion polls, would increase the 
Socialist vote in the province, and he 
campaigned there vigorously. But very 
few seats were gained or lost in the 90- 
member regional assembly. 

After the vote, Mr Craxi said he looked 
forward to the formation of a regional 
government which would be both “stable 
and able to solve the region's difficult 
problems". The result, leaving the Social- 
ists with 14 seats, exactly the same num- 
ber as before; certainly did not vindicate 


- their claim to take the regional leadership 


from the Christian Democrats. 
The Christian Democrats want Mr de 
Mita to take over as: prime. minister. in 











Morgan is a leading worldwide market-maker in foreign exchange. . 

We give you competitive currency quotes quickly- 

spot or forward, short-, medium-, or long-term, in large or smaller amounts. 
| But we also give you much more. | 


When you work with the foreign ex- 
change market-makers at Morgan, you 
capitalize on the increasing linkage 
between the forex, money, and capital 


markets. And you benefit from the oppor- 


tunities created by new instruments 
and techniques. 

Use Morgan’s expertise 
Т take maximum advantage of today's 
opportunities in managing currency 
risks, clients need more than just knowl- 
edge of the foreign exchange markets. 

Ш Morgan can keep you posted on 
arbitrage opportunities offered by invest- 
ments and borrowings in all important 
money and capital markets and the Euro- 
market. We have an international dealing 
network of foreign exchange specialists 

гапа market-makers in all of the world’s 
financial centers. They serve major cor- 
S porations, governments, securities 
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better. Work with 
. the market-makers at 
Morgan Guaranty 


houses, fund managers. That means we 
continually monitor the activities of 


leading forex participants 24 hours a day. 


@ Morgans foreign exchange options 
specialists will give you options prices 
in all major currencies in both American 
and European terms, as you require. 

W Our subsidiary Morgan Futures 
Corporation is a leading participant in 
the futures markets in Chicago, London, 
and Singapore, and is fully equipped to 
execute currency futures contracts. 

W Morgan Guaranty Ltd, our securi- 
ties underwriting subsidiary, manages 
debt issues in more currencies than any 
other Euromarket underwriter. Because 
so many of these issues are swapped by 
Morgan from fixed to floating rates and 
vice versa, and into other currencies. 
Morgan specialists find optimal invest- 
ment and borrowing opportunities for 
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you in all the leading currencies and 
markets on a real-time basis. 
@ Market behavior and trading 
strategies have changed in recent years. 
Our knowledge and use of statistical 
analysis and technical models help us, 
and you, judge market developments 
and detect arbitrage opportunities early. 
Use Morgan’s strengths 

Put Morgans market-making to work. 
Contact us around the world, in Tokyo, 
‘Taipei, Hong Kong, Singapore, Sydney, 
Amsterdam, Brussels/Antwerp, Paris; 
Frankfurt, London, Zurich, Milan, : 
Madrid Toronto and, of course, New York. 





| Morgan Guaranty Trust Company 
| 23 Wall Street 
| New York, NY 10015 | 
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A night-vision system for military pilots is so versatile that it сап be used on a wide variety of helicopter 


missions. The Aviators Night Vision Imaging System (ANVIS) is a helmet-mounted binocular that 
intensifies nighttime scenes illuminated by moonlight or starlight. It uses advanced optics and lightweight 
mechanical components to offer high performance in a rugged, lightweight package. Applications include 
overt night combat, troop transport, search and rescue, minesweeping, escape and evasion, refueling, 
connaissance, and support. Hughes Optical Products, a Hughes Aircraft Company subsidiary, builds 
NVIS for the U.S. Army. 


frared sensor transplants would enhance Air National Guard F-4 Phantoms for approximately one- 
nth the cost of developing a new infrared system. Hughes has developed a concept to transfer Infrared 
earch and Track (IRST) systems to F-4 aircraft from deactivated U.S. Air Force interceptors. IRST 
tects targets passively and supplements radar detection. It would allow a pilot to establish and maintain 
arget tracks when the F-4 radar couldn't pick out targets because of clutter, countermeasures, or 
ialfunctions. Hughes built IRST in the 1960s to provide low-altitude detection and countermeasure 
apabilities for the F-101, F-102, and F-106. The systems have been upgraded, most recently in 1980 with 
a new detector that improved performance and cut operating costs. 


ATO will upgrade its air defense network with eight long-range radars for four of its member nations. 
he new HR-3000 radars are a new generation derivative of the Hughes Air Defense Radar (HADR) 
operating in West Germany, Malaysia, and Norway. The radar is fully transportable and can be set up and 
torn down in hours. It also has better electronic counter-countermeasures, improved capability for 
ejecting clutter, and a faster rotating antenna to accommodate NATO’s requirement for a higher data 

ate. The radars will be installed in Turkey, Greece, and Italy. They will be integrated into the Hughes- 
developed NATO Air Defense Ground Environment (NADGE) system. In addition, another radar will be 
nstalled.in Portugal. 


With more than 300000 deployed with the armed forces of over 30 nations, the TOW anti-tank missile 


has become a worldwide standard weapon for defense against armor. Hughes TOW offers considerable 
flexibility because it can be launched from a tripod on the ground, armored or unarmored vehicles, and 
helicopters. The wire-guided weapon is capable of destroying such targets as tanks, armored personnel 
carriers, bunkers, and small boats. Many of the original TOW missiles are being retrofitted with an 
improved warhead that includes an extendible probe for standoff detonation. 


_ Advanced satellites will provide communications to the world's shipping and offshore industries later 


this decade. The International Maritime Satellite Organization (INMARSAT), a group of 43 countries, 

plans to launch the first of the spacecraft in 1988. The new series will accommodate the increasing 

emand for services, which is growing as fast as 60% a year. Each spacecraft will be able to carry at least 

125 simultaneous transmissions. More than 3,300 vessels are equipped to use the INMARSAT satellite 

_ System. Users include operators of oil tankers, liquid natural gas carriers, off-shore drilling rigs, seismic 

survey ships, fishing boats, passenger liners, and tug boats. British Aerospace will build three satellites, 

_ With INMARSAT having an option to purchase six more. Hughes, which in 1976 built the world’s first 

. maritime communications satellite, will provide the communications electronics for the second- 
generation spacecraft. 


For more information write to: Р.О. Box 45068, Los Angeles, CA 90045-0068 USA 


| HUGHES 


1986 Hughes Aircraft Company. 








lothing much changed in Sicily 


Rome, and had feared that this hope 
would be set back by a bad result in Sicily, 
where their party has long had a reputa- 
tion for inefficiency, corruption and Ma- 
fia connections. Their vote held up pretty 
well, winning them 36 seats: given their 
low expectations and their poor showing 
in Sicily’s provincial election last year, 
they claimed the loss of only two seats as a 
notable victory. Mr de Mita, with the 
support of the local bishops, had insisted 
on bringing in a slate of clean new candi- 
dates, and 15 of the 36 Christian Demo- 
cratic assemblymen come from his stable. 
One of his closest Sicilian allies is Mr 
Rino Nicolosi, the outgoing president of 
the regional assembly, who is now almost 
certain to keep the job. 

All the minor parties in the coalition— 
Republicans, Social Democrats and Lib- 

tals—either held their ground or im- 
rfoved their position. All of them had 
criticised the two larger coalition partners 
for concentrating on their national rival- 
ries, rather than paying attention to Sicily 
itself. It looks as if the voters agreed. 

As for the Communists, who. dropped 
from 20 seats to 19, their slow decline 
continued. In some areas they have be- 
come a mere party of protest, any protest. 
They won votes in some places by backing 
a campaign for the rights of Sicily’s myri- 
ad builders of small, illegally constructed 
houses, who have sometimes resorted to 
street-fighting and barricades to keep the 
tax-collectors away. 

As Sicily returns to normality, the 
repercussions of its election are being 
worked out in Rome. Mr Craxi has bro- 
ken all records, with nearly three uninter- 
rupted years in office as prime minister. 
Mr de Mita wants his job, and the Social- 
ist leader had threatened to force an 
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election rather than go quietly. Mr de 
Mita has lately seemed more confident, 
and more combative. But it is hard to see 
that Sicily's election has given him good 
reason to pull the rug out from under Mr 
Craxi. 


Northern Cyprus 
Divided we stay? 


FROM OUR SPECIAL CORRESPONDENT IN NICOSIA 


Northern Cyprus is strangely buoyant for 
a little place whose future is full of 
uncertainties, and where the chances of a 
peaceful settlement with the Greek Cyp- 
riots in the southern part of the island 
now look even dimmer than before. The 
Turkish Cypriots' ebullient leader, Mr 
Rauf Denktash, was astute enough to 
accept the United Nations secretary-gen- 
eral's March proposals as the basis on 
which to negotiate a compromise; but 
most Turks took it for granted that Greek 
intransigence would thwart a settlement. 
Now they are setting about consolidating 
their regime with unconcealed relish, and 
Turkey's prime minister, Mr Turgut 
Ozal, who is to visit them on July 2nd, has 
the evident aim of making the ‘Turkish 
Republic of Northern Cyprus" economi- 
cally viable and therefore worthy of inter- 
national recognition. 

With a population of only about 
160,000 in an area of some 1,000 square 
miles, Northern Cyprus faces daunting 
and unusual problems. Foremost is that 
of the Greek Cypriots' efforts to impose 
an economic semi-blockade on the tiny 
self-proclaimed state. It has few transport 
links with the outside world, except for 
Turkey. The tourist traffic that could 





EUROPE 


underpin the economy is virtually para- 
lysed because foreign airlines, under 
Greek pressure, refuse to fly in. Similar- 
ly, captains of ships that carry freight to 
or from the northern ports have been 
warned that they may be arrested if they 
later visit any of the southern ones. 

Any traveller who does reach Northern 
Cyprus, via Turkey, finds himself barred 
from admission to the Greek south. Until 
recently, anyone whose passport con- 
tained a Northern Cyprus stamp was 
banned indefinitely from entering either 
Greece or Southern Cyprus. (To get 
round this, the northern authorities still 
offer the visitor a separate piece of paper 
bearing the entry stamp.) The Greek 
Cypriots allow a visitor who arrives in 
their southern sector to make a one-day 
trip to the north; but if he stays on there, 
or returns to his home country via Tur- 
key, he can expect trouble the next time 
he visits Greek Cyprus. 

These restrictions give the “green line" 
that divides Cyprus (splitting its capital, 
Nicosia) some resemblance to the Berlin 
wall with its Checkpoint Charlie. They 
have clearly had a damaging effect on the 
north's economy. Foreign investment will 
remain negligible so long as the north 
remains in a state of limbo. : 

But the Turkish Cypriots’ difficulties 
are not all caused by Greeks. The intro- 
duction of the wobbly Turkish lira as the 
currency has brought with it Turkey's 
inflation. The ministries in the northern 
half of Nicosia are as grossly overstaffed 
as the ones in Ankara, and the Nicosia 
Officials’ salaries have to be met out of 
very limited resources. 

The Turkish Cypriots' taxation system 
is inadequate to meet their budgetary 
requirements, and instinctively they look 
to Ankara to make up the difference. 
After Turkey's invasion of Cyprus in 
1974, its government made the Turkish 
Cypriots develop the kind of state-owned 
enterprises that are beloved by many of 
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ASSET MANAGEMEN 


pie banking clients have many different 

goals, but they all face one problem : how to 
rotect and build their assets in an increasingly’ 
complex world. American Express Bank has 

a solution: asset management in Switzerland, 

a unique service combining traditional Swiss 
professionalism, prudence, and discretion. 


Personal attention 


As step one, our investment counselors will 
analyze your individual situation — including 
your financial goals and current investments — 
and advise you on the portfolio that best suits 
your needs. This may consist, for example, of 
short-term investments, equities, 
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ds, even precious metals, all carefully 


lected to give you an optimum balance of 


.... The money managers at American Express 
Ba tzerland) AG then monitor your 
гоп a full-time basis, alert to any 
mic developments that may affect your 
ents. If you wish, we accept discre- 
ower to handle investment decisions 
on your behalf, in accordance with your ` 
personal goals. This is a practical, convenient 
arrangement, particularly if you reside outside 
of Swibernd 


Global expertise 


Also, while our approach is Swiss, our out- 
-. look is global. Our network of 85 offices in 
.. 59 countries - one of ће world’s largest- ` 


ti 


gives us worldwide presence and access to 
extensive resources. epa 

Finally, as part of the American Express 
family of companies, we can provide the di 
cerning investor with an array of investme 
opportunities that few financial institutions 
can match. "Nr 

If asset management in Switzerland 
makes sense to you, contact your nearest. 
American Express Bank for more i | 
tion. In Hong Kong, telephone 5-844 06 88 
in Singapore, 225-6330. — ! 


American Express Bank Ltd. is a wholly-ow: 
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A star is born in Lubbersland 


FROM OUR AMSTERDAM CORRESPONDENT 


Dutchmen seldom get excited about 
their politicians; outsiders would be hard 
put to it to name one. When Holland's 
prime minister, Mr Ruud Lubbers, 
turned up at the Tokyo economic sum- 
mit in March, puzzled onlookers asked 
"Who's he?". Mr Lubbers was in Tokyo 
because Holland then held the presiden- 
cy of the EEC council of ministers. In the 
same capacity he was the host at this 
week's EEC summit in The Hague on 
June 26th-27th. Foreigners may still 
scratch their heads but many Dutch 
people believe that in Mr Lubbers they 
have found a leader of rare stature. 

His Christian Democratic party's un- 
expected gains in last month's general 
election were his most conspicuous suc- 
cess so far. His centre-right coalition 
with the Liberals had been widely ex- 
pected to lose its majority in parliament. 
Mr  Lubberss personal popularity 
seemed to swing the election the govern- 
ment's way. 

At the age of 43, Mr Lubbers was 
Holland's youngest prime minister when 
he first took on the job in 1982. A 
Roman Catholic from a wealthy family 
and an economist by training, he had 


Turkey's ideologues but are quite foreign 
to the Cypriot mentality. Several of these 
enterprises have fared badly, and the 
biggest, Sanayi Holdings, seems close to 
collapse. 

Then there is the »roblem of the set- 
tlers from mainland Turkey who arrived 
in droves after 1974. Their numbers are 
sharply disputed; the official estimate is 
18,000, but some people make the figure 
twice as high. Many of the settlers are 
Islamic traditionalists whose style of life is 
very different from that of the Turkish 
Cypriots. The immigrants have been 
largely assimilated, but Turkish Cypriots 
still resent the way some of them have 
"stolen" jobs. In contrast, there is no 
resentment against the presence of the 
20,000 Turkish soldiers, who stay out of 
sight, especially in Nicosia. And most 
Turkish Cypriots accept as perfectly natu- 
ral the fact that the Turkish force's com- 
manders often serve as the instruments of 
the Ankara government's policies. 

For all their difficulties, the Turkish 
Cypriots now feel more confident than 
ever—a fact that the Greeks ought to 
ponder. Their economy may be fragile, 
but it has to be remembered that they had 
hardly any economy at all in the decade 
before 1974, when Cyprus's scattered 
Turkish communities were penned into 
small enclaves. Now there are stirrings of 
entrepreneurial initiative among them, 
which may even suggest that, some day, 





first entered parliament as a member of 
the Catholic People's party. He stuck 
with the mainstream Catholics when 
they merged with two Protestant parties 
in 1977 to form the Christian Democrats. 

Mr Lubbers's popularity persists, de- 
spite his opposition to euthanasia, com- 
mercial broadcasting and legislation for 
sexual equality, all of which find support 
among a fair number of his countrymen. 
Critics accuse his government of insensi- 
tivity towards the unemployed and the 
less-well-off, and say it is helping to 
widen the gap getween rich and poor. 
But mud doesn't seem to stick to Hol- 
land's handsome prime minister. Mr 
Lubbers leaves most of the arguing to his 
ministers. He himself manages to stay 
above the fray, and to appeal to voters 
well outside his own party. 

In a country as egalitarian as Holland, 
leaders must be like everybody else, only 
better. Mr Lubbers is as intelligent as he 
is genial. Like many Dutchmen, he pre- 
fers to dispense with the trappings of 
power. Unlike the Queen Mother, 
Queen Juliana, he does not ride a bicycle 
in public. He does, however, cut quite a 
figure on the hockey field. 


their businessmen could rival the assidu- 
ous Greeks. 

Meanwhile, Mr Denktash argues that if 
his republic can obtain a fair amount of de 
facto recognition, the de jure kind will 


European Community 


Hockey player and statesman 





eventually follow. The republic's sepa- 
rateness is now total. But the Turkish 
Cypriots are luxuriating in a new sense of 
security which, to them, means more than 
anything else. 





If not union, then what for Europe? 


As ЕЕС leaders gathered for their summit in The Hague on June 26th-. 
27th, the Community they lead was not what its founders set out t 

build. But even if "European union” is an idea whose time has passeu, 
the EEc still has to live up to the challenges of the present: its new job 


should be to 
America and 
correspondent reports 


A unified Europe remains an elusive 
dream, but the founders of the European 


. idea at least succeeded in creating a 


unique set of institutions. What marks the 
EEC off from less ambitious regional or- 
ganisations, such as the European Free 
Trade Association (EFTA), is its suprana- 
tional structure; it is also what should give 
the Twelve the strength to meet the new 
industrial challenge of the late 1980s. Yet 
the Community's record so far in its 
attempts to create a genuinely common 
market in Europe suggests that it will 
have difficulty bringing its strengths to 
bear on the problems ahead. 

On the face of it, things ought to have 


ear Europe up for the technolog 
apan. How is the Community faring? 






competition with 
ur Brussels 


. gone more smoothly. The founding fa- 


thers of the EEC took advantage of a 
window of opportunity—now firmly 
closed again—to draw up the constitution 
for a closely integrated Community. They 
were aided by an ardent desire for Fran- 
co-German reconciliation after two world 
wars, by growing confidence in Western 
Europe's postwar economic recovery; 
and by the need for Western Europe to 
stand together in the face of Russia's 
virtual annexation of the eastern part of 
the continent. No other organisation in 
the world has the range of powers or legal 
instruments of the EEC. In many instances 
decisions at the Community level take 
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STATEMENT - FROM * THE - CHAIRMAN 
SIR GEORGE JEFFERSON 


==———————————————Є;ү—————Є 

The year that ended in March 1986 was an eventful 
one for your company and has seen strong financial performance at 
a time of change in the markets in which we operate. 


Considerable progress has been made to ensure that 
ме are equipped not only to respond to the challenges of the 
liberalised and competitive market in the UK, but also to bring our 
expertise to bear in new markets worldwide. 


We have invested substantial sums in develop- i> 
ing and modernising our networks and are actively A 
pursuing new business opportunities. 








' CUSTOMERS 


We continued the process of modernising the network 
to provide more efficient service to business and residential cus- 
tomers. As part of our £1,973 million investment in the year, we 
increased the number of digital exchanges to 183 and the installed 
length of optical fibre to 124,000 kilometres. The programme to 
upgrade our 76,000 public payphones is now well under way 





EMPLOYEES 


— N 

kN Progress in the many fields of our activities depends 
heavily on the skills, commitment and dedication of our staff. The 
first year of our employee profit sharing arrangement sees shares 
worth £18 million set aside for eligible employees in recognition of 
their important contribution to the company's prosperity 


INVESTORS 


ES final dividend of 4.5p net per share will be proposed at 
the Annual General Meeting (AGM), to be paid on September 29 1986, 
which together with the interim dividend of 3p paid in February 1986, 
will make a total of 7.5p for the year. 
The AGM will take place on September 10 at the 
National Exhibition Centre, Birmingham, West Midlands, Details of 
this and regional meetings will be shown in the Report and Accounts 
which will be sent to investors in July. 
We are keen to keep our 1.6 million investors up-to-date 
with the company’s activities. Last year, over 4,500 attended our 
AGM and another 10,000 people came to regional meetings. 


warn 
Landes 07-246 8022 Birmingham 027 248 BOSE Edinburgh 
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HIGHLIGHTS - OF 

С T HE * YE AR 

ө Turnover up 10% to £8,387m. 
ө Profit up 2096 to £1,828m. 


Alter adjustment tot new capital structure! 








а PCI or Cte a al oP a 96и 
© Employees allocated shares worth £18m under new profit 
sharing scheme. 





€ Capital expenditure of £1,973m wholly funded from within the 
business. 















© Over 9096 of capital purchases from UK suppliers. 
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PRELIMINARY • RESULTS 
FOR - YEAR: ENDED: 31: MARCH * 1986 













Fourth quarter Full year 
1985/6 1984/5 1985/6 1984/5 
£m £m £m £m 
Turnover 2,227 2033 8,387 7653 
Operating profit 559 483 2,095 1875 
Profit before employee profit 
sharing and taxation 495 410 1,828 1.480 
Profit before taxation 477 410 1,810 1,480 
Profit attributable to 
ordinary shareholders 265 244 1,004 904 
Earnings per ordinary share 4.4р 41р 167p 151р 











Dividends per ordinary share net 


T5p* 39р 
"Including final dividend of 4.5p to be proposed at the AGM. 

The accounts from which these figures are extracted have not yet been filed with the Registrar of 
Companies or reported on by the auditors. 





I you have any queries as an investor please call us on 
this LinkLine number, which enables you to telephone from anywhere 
in the UK for the price of a local call: 


British 
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Investing for growth 













EUROPE 


precedence over the law of the land of its 
members. 

In practice, however, the ability of 
individual members to block decisions 
they dislike has remained formidable. 
This often makes the Community look 
sluggish on foreign as well as economic 
policy. The difficulties of reaching agree- 
ment on sanctions against Libya and 
South Africa are just two recent exam- 
ples. The larger members, in particular, 
are opposed to any further transfer of 
power to the Community beyond the tiny 
change that was agreed upon in Luxem- 
bourg last December. Their reconcilia- 
tions behind them, today’s Europeans see 
their world in more workaday terms. 

To be sure, they have some achieve- 
ments under their belt. The greatest of 
these has been the removal of tariff 
barriers. Trade within the Community as 
a share of the EEC members’ total trade 
rose from 35% in 1958, the Community’s 
first year, to 52% in 1985. Only Ireland 
and Denmark buck this trend (see chart). 
By contrast, the more loosely associated 
EFTA countries increased their trade with 
each other from 11% of their global trade 
in 1959 to only 13.5% in 1984. 

The Community has also helped to 
transfer resources from its richer mem- 
bers to its poorer ones, through the 
regional-development and social funds. 
These transfers add up to about $5 billion 
a year. A more dubious achievement has 
been the EEC’s ability to protect its declin- 
ing industries, such as steel, shipbuilding 
and textiles, from the full brunt of reces- 
sion and international competition. 

Greater job-mobility and ease of travel 
have introduced Europeans to each other 
in growing numbers. Increasingly, they 
can shop around to buy goods where they 
are cheapest; cars in Belgium, hi-fi equip- 
ment in Luxembourg, home computers in 


Then and now 
The Community’s share* in EEC members’ 


totaltrade Б) 1958 [m] 1985 


Exports 5 
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*Excludes Spain & Portugal for both years but includes 
Britain, Denmark, Ireland & Greece 


Source. Eurostat 
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The founding fathers had nice dreams 


West Germany and Holland, wine in 
France and Italy. But in each case opposi- 
tion from some governments (aided by 
bloody-minded customs officials) has 
snarled things up. 

It is the foot-dragging side of Europe's 
progress that makes many Europeans 
sceptical about the Community's future. 
Principal among its absurdities is the 
extravagance of its farm policy, which 
eats up all but a small part of the EEC 
budget. There was also a period in the 
early years when the European Commis- 
sion had a mania to harmonise everything 
in sight. Plans for such things as the Euro 
loaf, Eurobeer, even Euromayonnaise all 
mercifully got nowhere. 

The EEC's advance towards closer eco- 
nomic integration was slowed by the oil 
crises of the 1970s and the ensuing reces- 
sion. Long negotiations to bring in 
Greece, Spain and Portugal delayed 
things further, and the need to get rid of 
one of the iniquities of the common 
agricultural policy, its distorting effect on 
Britain's payments to the EEC budget, 
almost brought everything to a stop. 

All these battles are now past. The next 
one is to help Western Europe meet the 
challenge of competing with America and 
Japan in the technologies of the twenty- 
first century. Translated into EEC-speak, 
this is what lies behind the talk of achiev- 
ing a frontier-free market for goods, 
services and people. 

As the world economy has become 
more closely integrated and communica- 
tions have shrunk distances, national 
markets in Europe are too small to sup- 
port a full range of competitive industries, 
particularly those using advanced tech- 





nology. The Community's plans for cop- 
ing with the challenge include R&D pro- 


jects in high-technology, training 
programmes, and incentives—such as 
more flexible company law and simpler 
anti-trust rules—to encourage co-opera- 
tion between firms. But real successes are 
hard to spot. 

The bigger member-states are the main 
culprits. They are reluctant to allocate 
more resources to the Community so long 
as they think they still have a chance to go 
it alone. One result of this is that some of 
the biggest EEC companies are becoming 
more European-minded than their gov- 
ernments. They see each other less as 
competitors and more as potential part- 
ners. In return, EEC planners no longer 
look on big business as a bogyman—to bt 
regulated and controlled as tightly as 
possible—but as a potential ally. j 

All this reinforces the Community’s 
mercantilist flavour, but it does little to 
make this more co-operative Europe of 
businessmen work to the advantage of the 
ordinary European. The other side to 
industrial policy is the plan set out in 1984 
for a "citizen's Europe". 

The Community now has a flag and an 
anthem. Sports events are also on the 
agenda. But if the soccer nationalism 
generated in Mexico is anything to go by, 
the chances of seeing an "EEC United" 
taking to the field in a future sports 
championship look pretty slim. What the 
Community needs is more substance and 
fewer symbols. Can there really be a 
“citizen’s Europe" in which people can 
move unhindered throughout the Com- 
munity and study, live and work where 
they choose? 
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Baker treads where Joseph 


fled 


A plucky fellow is Mr Kenneth Baker, 
Britain’s new education secretary. Just a 
month into his job, he has reopened an 
old debate about financial support for 
students. Three attempts to reform the 

ystem have fizzled out since the Conser- 

atives came to power in 1979; in late 
1984, the government was forced by its 
own supporters into a humiliating climb- 
down over its plans to make better-off 
parents contribute more to their chil- 
dren's higher-education costs. 

Money is one of Mr Baker's motives. 
The government now accepts it will have 
to spend more of it on education. But the 
cash is more likely to go to schools, 
polytechnics and universities than in big- 
ger grants to the 1476 of youngsters lucky 
enough to win a place in higher 
education. Mr Baker's announce- 
ment follows hard on an unsuccess- 
ful attempt by the social services 
minister to make it harder for stu- 
dents to get housing benefit. Every- 
one agrees that social security is the 
wrong way to finance students. But 
as the real value of student grants 
has declined by 2096 since 1978-79, 
* has become the inevitable 

1pplement. 

There are other reasons for sug- 
gesting a change. Britain provides 
all students, however rich their par- 
ents, with grants to cover at least 
part of their living expenses. This 
makes Britain unique: other coun- 
tries use repayable loans, either 
instead of or more commonly as 
well as grants, to help students 
through their college days. The 
diversity of loans systems around 
the world has led to a long-running 
debate about which kind would be 
best for Britain; they can be means- 
tested (America) or not (Sweden, 
where students are deemed inde- 
pendent from their parents at the 
age of 20); they can be interest-free 
(West Germany, which switched 
from grants to loans in 1984) or 
low-interest (the commonest kind); 
they can be from the state or feder- 
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al government (Canada, Germany) or 
from the banks, with a government guar- 
antee (America). Japan is unusual in 
providing almost no outright grants. 

Mr Baker's predecessor, Sir Keith Jo- 
seph, approached the subject of finance 
for students with the conviction that as 
education helped people to get on in life, 
students should back their own prospects. 
(Since it is overwhelmingly those from 
privileged backgrounds who benefit, a 
similar argument can be advanced from 
the left.) Mr Baker has less ideological 
fervour, which might give him a better 
chance of getting reforms through. His 
review will also be more tactful, making 
sure that everybody gets a chance to have 
their say. Mr Baker, and his junior minis- 





xe 
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ter Mr George Walden, who will chair the 
review, will widen the argument beyond 
the single thorny subject of student loans; 
it will look at all sorts of ideas like 
sponsorship by employers, and ways of 
ending students' dependence on the so- 
cial-security system. 

Three kinds of argument will be ranged 
against reform. 
9 Financial. The last time a review was 
dropped, in July 1985, it was because of 
Treasury fears that the short-term costs of 
switching to loans would be too great. 
The board which administers loans in 
Sweden has recently declared that it 
would cost less to give away 65% of its 
loans in grants. Two years ago, West 
Germany switched to loans. Professor 
Bruce Johnstone, of Buffalo State Col- 
lege, New York, predicts the savings from 
the switch will be small. Most German 
students will end up paying back, in real 
terms, about 23% of the money they have 
borrowed. Since there are special dispen- 
sations for those who end up in the top 
academic third, or who finish their de- 
grees quickly, he thinks some stu- 
dents will pay back as little as 1196. 
In America, the cost of following 
up the students who default (over 
10%) has also been criticised. A 
system in which banks participate 
would be cheaper, but Britain's 
unadventurous clearing banks have 
already said they would be loth to 
take part in a universal system. 
€ Cultural. Britain's grants help 
give university education its distinc- 
tive quality: narrow and elitist, but 
much more successful than Brit- 
ain's schools. Around half of all 
full-time American students have 
jobs during the term time. By con- 
trast, students in Britain have not 
been expected to work their way 
through college. And it would be 
more difficult to introduce work 
because, in Britain, university 
courses are more intensive than 
elsewhere. Most British students 
graduate at 21; the average else- 
where is older. All the same, a 
move to encourage students to 
work part-time would fit in well 
with the government's policy of 
getting higher education out of its 
ivory tower. 
€ Egalitarian. University students 
are mainly white, middle class and 
predominantly male. Those are 
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"undergraduates. But what of tomor- 
row's? In Sweden, where loans have 
gradually taken over from grants, fewer 
‘children from poorer families have gone 
“to university. ‘Over ten years, participa- 
tion in Swedish higher education among 
ће lowest two socio-economic classes has 
declined by 11%, while participation by 
the children of academics has risen by 
13%. One answer might be means-test- 
ag, with children of lower-income fam- 
ies still qualifying for outright grants. 
Despite his. pluck, the odds are still 
against Mr Baker opting for a loans 
‚ system or any other radical reform before 
the next general election. It may in the 
:end have to be a government of the left, 
Jess worried by middle-class revolt, which 
sorts the system out. One of the most 
; inventive ideas was suggested by the then 
‘Labour MP, Mr. Christopher Price, in 
1979: why not, he asked, make those who 
have chosen to pay for private schools рау 
for their children at university as well? 
That would bring large numbers of mid- 
e-class parents back into the state sys- 
"m, and cut the costs of higher education 
t the same time. The Labour party 
ejected the idea—because, claims Mr 
Price, it was too worried about middle- 
class voters. 



















| Public spending 
Ground is given 


The Treasury and its adversaries in the 
rest of Whitehall have taken their places 
for the summer’s ritual rumpus over pub- 
lic expenditure. Copious leaks and 
counter-leaks—an essential part of the 
. Titual—reveal that ministers want to 

г spend roughly £7 billion more in 1987-88 
than was planned in January's white pa- 
per, which set a target for next year of 
£143.9 billion. 

The chief secretary to the Treasury, Mr 
John MacGregor, will soon embark on a 
«Series of “bilaterals” to prune back those 
bids. After the traditional crisis which 
brings individual spending ministers scur- 
тушр back early from their. holidays, an 
average amount of compromise, fudge 
and statistical cheating should bring the 
plans to within a couple of billion of the 
|  Treasury's target. But this is already 
roving an untypical year, since 1987-88, 
as everyone knows, is almost certainly the 
year of the next general election. 
"Money-hungry ministers such as Mr 
‘Kenneth: Baker at the Department of 
Education, Mr Norman Fowler at the 
Department of Health and Social Securi- 
ty, and Mr Nicholas Ridley at the Depart- 
ment of the Environment have more clout 
this year than they or their predecessors 


2008 reasons not to be soft on today’ Ps r 





Planners and spenders 
Public spending, 1987-88 
Total: £143-9bn 
by department 
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have had in the past. Both Mr Baker’s 
and Mr Fowler’s spending bids were 
leaked in full to the press, well in advance 
of the normal skulduggery in the autumn: 
another nail in the coffin of collective 
cabinet responsibility. Evidence that cuts 
in spending are unpopular with voters is 
becoming impossible for the government 
to ignore. 

Thus a poll of those who voted Tory in 
1983, published in the Guardian this 
week, asked them to choose between (a) 
lower spending and lower taxes, (b) no 
change in spending or taxes, and (c) 
higher spending and higher taxes. Note 
that the very form of the question is a sort 
of victory for Thatcherism: it takes the 
Treasury’s target for government borrow- 
ing for granted, thus ruling out the option 
of boosting aggregate demand. The re- 
sults are a blow to the Treasury’s fiscal 
priorities. Three out of five of the govern- 
ment’s supporters at the 1983 election 
chose the high-tax, high-spending option; 
only 13% of them preferred (a), the 
Treasury’s favourite. 


Declare victory, and retreat 

The Treasury’s strategy will be to do 
three things. First, it will try to get large 
PR benefits from tiny concessions. The 
£20m it gave Mr Baker to pay for the new 


: GCSE exam іѕ а case in point—it caused a 


big splash, at bargain-basement. prices. 
Second, it will make a virtue of its failure 
to cut total public spending. (After years 
of "cuts", spending at 1984-85 prices is 
planned to be £126.7 billion in 1987-88, 
compared with £118.5 billion in 1979-80.) 
This can be happily extended to selective 
bragging: see Mr MacGregor's recent 
boast that “we can be proud of increasing 





— public expenditure. 24%. in. eal. terms 
„since 1979 in the NHS." Third, it will 


quietly let its targets become less realistic. 
Of the £7 billion bids for extra money, 


„Мт MacGregor will almost certainly have 


to concede a large chunk for local-author- · 


ity spending. The Treasury will argue that 


this is not really an overrun; in its White 
Paper on public expenditure last January 
it refused to predict what local-authority 
spending might be in 1987-88. It simply 
wrote in the same figure, £35.5 billion, 
that it has planned for 1986-87; and said 
that it had increased the reserve for 
unforeseen spending іп 1987-88 to take 
this ínto account. 

The Treasury can therefore say it has 
always éxpected to increase the local- 
authority planning figure this summer. 
But by how much? At £6.3 billion, its 
reserve for 1987-88 is only £1.8 billion 
bigger than for 1986-87 —barely enoug! 
to provide for the local authorities' in 
crease. Mr Ridley says that the town halls 
will need at least £3 billion more than the 
figure written into the White Paper—£2 
billion: to match the overrun that is 
emerging in the current financial year, 
and another £1 billion to allow for infla- 
tion. So nearly half of next year's reserve 
will evaporate without taking into ac- 
count any of the requests for a greater 
volume of public services. 

In earlier public-spending rounds, asset 
sales have come to the rescue. But the 
plans for 1987-88 already take account of 
£4.7 billion-worth of privatisation re- 
ceipts and £700m of proceeds from the 
sale of council houses. Both estimates 
could prove too optimistic. 

Unemployment is still rising faster than 
the public-spending plans assumed. The 
White Paper is based on an average of 3m 
unemployed (excluding Northern Ireland 
and school-leavers) in 1986-87; in Ma^ 
the actual figure was 3.1m, and sinc 
January it has been rising by 12,000 a 
month. Each 100,000 of extra unemploy- 
ment increases spending by £210m a year. 
It shows up mainly in the relentlessly” 
rising share of total spending taken by the 
social-security budget (see next story). To 
the irritation of the Treasury, this repeat- 
edly exceeds forecasts, partly because 
unemployment affects. ‘other. © social 


_trends, such as the number of one-parent 


families; and partly because take-up of 
some benefits has increased. 

Low inflation is on the Treasury's side. 
Next April's. uprating of :social-security 
benefits is based on the change in prices 


between January and September of this 


year. The government planned for a rise 
of 23%. If mortgage rates fall soon, as 
expected, that should prove a shade too 
pessimistic. But public-sector pay settle- 


ments, as always, threaten the targets: 


tees servants and teachers have both won 
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Backing the process of economic 
growth, promoting and funding 
business ventures, financing innova- 
tion—these, fundamentally, have al- 
ways been the objectives of our work 
We financed private and public 
investments and industrial and com- 
mercial exports. And this explains 
why in 1985 our business volume 


amounted to more than DM 186 billion. 


In 1985 we underlined our posi- 
tion in the Eurobond market by lead 
or co-managing 324 bond issues de- 
nominated in Deutschmarks and 
other international currencies. 


WestLB Group 

in DM million 1985 1984 
Business Volume 186,327 (184,834) 
Total Assets 142,109 (141,494) 
Capital 


and Reserves 4,032 (3,997) 
Operating Result 1,007 (959) 
Allocation to 

Declared Reserves 30 (30) 
Group Profit 34 (17) 


Our efforts are producing suc- 
cess — in new products, in faster 
service, through intensive dialogue 
with our clients. 
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WestLB 


Westdeutsche Landesbank 


Head Office: Düsseldorf 

Branches: Hong Kong, London, 
New York, Tokyo 

Representative Offices: Melbourne, 
Beijing, Rio de Janeiro, Tokyo, 
Toronto. 

Subsidiaries: WestLB International S.A. 
Luxembourg, Banque Franco- 
Allemande S.A. Paris, Bank für Kredit 
und Aussenhandel AG, Zurich 


"AIN'T NO DISTANCE 
GREAT ENOUGH." 


F YOUR BUSINESS DEPENDED ON TT, COULL 
THIS MAGAZINE TO SYDNEY WITHIN4¢ 





nie OF THE MAGAZINE IN YOUR 
STEELY GRIP AS AN ARCHITECT'S DRAWING. IT'S 
THE MISSING CORNERSTONE OF AN IMPORTANT 
NEW DEVELOPMENT AND IT’S NEEDED ON THE 
OTHER SIDE OF THE WORLD IN TWO DAYS TIME, 
OR EVERYTHING FALLS THROUGH. 

WHAT DO YOU DO? 


A. PANIC. B. BOOK YOUR DESPATCH MAN 
AN ECONOMY RETURN. C. CALL DHL. 


IF YOU TAKE THE LAST OPTION, YOUR 
PROBLEMS ARE OVER. 


DHL TAKE FULL RESPONSIBLILITY FROM 
COLLECTION TO DELIVERY. DOOR TO DOOR. 
DESK TO DESK. 


WE USE OVER 200 SCHEDULED FLIGHTS 
EVERY DAY AND NIGHT (AND THAT’S MORE 
THAN ANY MAJOR AIRLINE). 


LAST YEAR ALONE WE DELIVERED ON- 
TIME TO MORE PLACES ROUND THE GLOBE 
THAN ANYONE. 


AND AT THE LAST COUNT, WITH OVER 
700 FULL SERVICE OFFICES IN MORE THAN 160 
COUNTRIES, THE DHL NETWORK COVERED 
MORE GROUND THAN ANY OTHER EXPRESS 
COMPANY IN THE WORLD. 

THE WAY WE LOOK AT IT, YOUR BUSINESS 
COULD DEPEND ON EVERY SINGLE SHIPMENT 
YOU MAKE. SO WE MAKE SURE OURS DOES TOO. 

BLUEPRINT, DOCUMENT, PACKAGE OR 
PARCEL, ONLY DHL DELIVERS WHEN YOU 
WANT IT, WHERE YOU WANT IT, WORLDWIDE. 


WORLDWIDE EXPRESS 
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We now fly the world’s largest fleet of Big Top 747s, the largest and most techni 
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vanced aircraft of its kind їп the world. (But that's not what you'll ит, эче for.) 
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Anunshakable resource 
ina shifting universe 


Every day, the world of telecommunications becomes 
more complex. 

New equipment appears, new suppliers enter the 
market, new methods - and even completely new 
technologies – evolve. 

In this universe of change, there’s one unshakable 
resource. A resource which has emerged unscathed 
from the turbulence of the last ten years. A resource 
which provides a firm framework for the future. 

Ericsson Telecom. 

Asingle organisation that offers 
unique total telecommunications 
capability. 

We've adopted the diamond as the 
symbol of this unique resource. Diamonds are rare and 
valuable. Diamonds are almost indestructible. Above 
all, the facets of a diamond work together to reflect 
the brilliance of its inherently simple core structure. 

At the core of Ericsson Telecom lies the AXE 
digital switch – one system, comprehensively capable, 
modular, future-proof. The facets of the Ericsson 
Telecom diamond reflect the total competence of this 
uniquely successful core concept. 

Ericsson Telecom offers access to the world's most 
advanced network hardware and software... the 






world's widest spread of national support offices... 


the world's most successful telecoms research and 
development...and the world's best record in 
managing the transfer of technology. 

Any telephone company choosing Ericsson 
Telecom as a partner is making a wise investment in 
an assured future. 


See the substance behind the symbol 

The unique total telecommunications capability of 
Ericsson Telecom cannot be described in a small space. 
Get the full story of the world's most successful system 
after its first astonishing decade, and see the future it 
offers from now until the end of the century. 

Write to Dept. EC 6 06 600 for ‘The Most Valuable 
Asset in World Telecommunications; a new brochure 
which brings out the brilliance of the diamond, facet 
by facet. 


Ericsson Telecom, S-126 25 Stockholm, Sweden. 
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As investment banks race to reorganise, a major new force emerges. 
The NatWest Investment Bank Group. 


MMC TRS: 
GA mp ve 


Bringing you hand-picked teams of some of the ablest people in the industry. 
And yet continuing to maintain the Group's traditional commitment to excel- 
Making the connection between the massive strength and commitment of lence, to innovation and to service. 
the NatWest Group, and the skills and the flair of County Bank, Fieldings lf you've done business with any part of the Group before now, you'll find 
and County Bisgood. we're better placed than ever to help you. 
Offering you a new, clear, logical structure, which puts together a full range of Ала if you haven't? 
investment banking operations in a way which takes full account of the — It seems there could hardly be a better time to start. 
need for close working relationships. 


© THE NATWEST INVESTMENT BANK GROUP 


County LIMITED | County NATWEST CAPITAL MARKETS COUNTY SECURITIES COUNTY PERSONAL FINANCIAL SERVICES COUNTY INVESTMENT MANAGEMENT 
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Venice, South Glamorgan 


A bold waterfront plan could give Car- 
diff new life—if the market backs it. The 
key to Cardiff's dreams would be a 
barrage across the Taff and Ely river 
mouths to the headland of Penarth. This 
would create a lake where now, for half 
the day, there are tidal mudflats. It is 
said that the 300-odd yachts that today 
moor on site there could be multiplied 
fivefold (no such luck for the 8,000 
migrant waterfowl that feed there in 
winter). Water sports of every sort could 
boom, and with them waterfront devel- 
opments—houses, shops, prestige of- 
. fices, hi-tech and high culture—and land 
values too. All this sounds fine, and the 
Welsh Office has just released two stud- 
ies arguing that it could be done. But 
should it be? 

The engineering is no problem: £45m, 
at today's prices, would buy a barrage 81- 
9 metres high, with sluices, fish-pass and 
a lock for yachts. The estate agents Jones 
Lang Wootton (JLw) see plenty of mar- 
ket potential. “New Tiger Bay" needs 
clearing up, but it is not all industrial 
dereliction. It has few historic buildings 
for conservationists to shout about; 
those birds on the mudflats (a site of 
special scientific interest) would arouse 
more outcry. The possibilities include a 
marina—a commercial developer is al- 
ready creating one in an old dock at 
Penarth—a new home for drama and the 
Welsh National Opera, an exhibition 
centre, educational institutions, a re- 
volving restaurant, short-take-off air- 
port, you name it. The barrage itself 
might carry a rapid-transit system, link- 
ing the whole area to thc central station; 
it could be glassed in, with shops and 
restaurants looking out on to the water. 

Land  values—Associated British 
Ports, British Rail and the city council 
are the big owners—could double, in- 
deed treble for housing, up to £300,000 
an acre for prime sites. New construction 
could be worth well over £100m. 

But could is not would. The scheme 
would need public commitment: money 
up-front, probably a special develop- 
ment corporation. Even then, would the 
market back it? For JLW, that is the issue. 
The government is now commissioning 
further studies, to ask potential develop- 
ers, retailers ‘and occupiers of office 
space. Unless the answers, due by No- 
vember, are favourable, all those pretty 
sketches will just gather dust. 


How much is too much? 
Cardiff, born round the docks that the 
Marquis of Bute built 145 years ago to 
export coal and iron from up the valleys, 
was never just a manufacturing city. 
Today, it is barely one at all. The big 
British Steel site is flattened; most of it is 
still awaiting redevelopment. The future 
lies with brains and services. 

The city knows that. Its carefully nur- 
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tured central shopping area is flourish- 
ing. The new St David's hall within it is 
already a fine concert arena, and will get 
more space to become a better conven- 
tion centre. The city has hopes, and an 
interested developer, for а “world trade 
centre" with 50,000 square feet of exhi- 
bition space. A new 200-bedroom Holi- 
day Inn has just opened. An ice rink 
opens soon. Some hope that Cardiff will 
win the 1992 national garden festival; 
and some dream of a new athletics 
complex to capture the 1994 Common- 
wealth Games. 


County dreams, too 

South Glamorgan county council, head- 
quartered in Cardiff, also has plans. 
South of the shopping area, across (and 
cut off by) the railway, lies a drear 
industrial space between the marquis's 
east dock, now disused, and Butetown, 
once collapsed into slumdom, rebuilt in 
the 1960s and now collapsing again. The 
best things here are a new mosque, the 
nice, modest maritime museum and a 
conservation area of former coal-trade 
and shipping offices striving to regain 
ancient grandeur, with no great success. 

The county hopes to redevelop the 
industrial wasteland, using the old dock 
and aided by a new “distributor“ road 
linking southern Cardiff to the M4. Plans 
include waterfront. housing, shops, lei- 
sure facilities, a technology campus, a 
new national theatre and, due open in 
1987, a new county headquarters. Grand 
total, roads included, £100m or so. 

Can iff possibly attract and ab- 
sorb all this new development? There is 
no disputing (ask Swansea or London 
docklands) the attractions of waterfront 
development, nor of Cardiff's excellent 
road and rail links to London. But other 
cities (ask Bristol or Southampton) have 


Cardiff 


Motorway: === under construction 





similar attractions and richer hinter- 
lands. Others (ask Glasgow or Edin- 
burgh) offer historic buildings, universi- 
ties, a vigorous cultural life. 

If new growth does come, will earlier 
growth survive? Сагай city planners 
are anxious to bring shoppers to the 
centre; for example, by attracting cars 
with off-street parks, not keeping them 
away. They are uneasy about county 
ideas for a new "durables" shopping 
centre in north-east Cardiff, an out-of- 
town office zone to the north-west. Of- 
fices too have to be filled; and public 
administration, 10% of Cardiff's total 
employment, is no growth sector now. 
Four years ago, when Chemical Bank 
brought its “back office" from London, 
other banks were expected to follow— 
but did not. The latest big office devel- 
opment was for Wales Gas two years 
ago, and the highest rents are at Fitzalan 
Court, a handsome low-rise, courtyard 
development aimed at middle-sized local 


firms. 

The bold barrage scheme may be just 
too bold. Venice, remember, held the 
east in fee; Cardiff holds South Wales. 
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igher-than-inflation awards this year, 
with. promises. of more to come; local 
iuthority white-collar workers are hold- 
ng out for more than the 6% they have 
already been offered. This inability of the 
overnment to contain its own pay settle- 
ments is the biggest single threat to its 
wn strategy. 


Social security - 
Fowler flounders 


_ Mr Norman Fowler, Britain's social secu- 
rity minister, must now realise why no- 
body has attempted radical reform of 
welfare benefits since Sir William Bever- 
idge. His attempt to create from the 
present hotchpotch a system that is logi- 
cal, ‘simple and fair was difficult enough 
from the start; his recent setbacks are 
estimony to the lobbying power of or- 
isations which represent every con- 
ceivable group of the unfortunate and 
deprived. 

His least expected defeats came in the 
House of Lords. First, it threw out the 
government's plan to make everybody, 
including the unemployed, pay at least 
20% of their rates without the help of 
benefit. This change, foisted on an unwill- 
g Mr Fowler by the Treasury, would 





Lamb Chernobyl 


2 Britain's consumers are in no danger 
from the Scottish and Welsh lambs 
» which, grazing on grass soaked by rain 
. after the Chernobyl disaster, have been 
“found. to contain higher than normal 

levels of radiation. But they think they 
аге, and that makes British farmers the 
. real casualties of radioactivity. 

On June 20th, a ban on sheep move- 
ments was slapped on most of Cumbria 
and north Wales, followed a few days 
later by parts of Scotland. Events since 
|. then suggest that there is no way in which 
- a government can handle nuclear news 
and get it right. Lamb prices at markets 
all over Britain crashed by a quarter to a 
third. Supermarkets, reckoning their 
customers would avoid lamb whether it 
posed a risk or not, did not buy it; that 
мау, they avoided the risk to themselves 
: of unsold chops and accusations of ped- 
г dling death. 

-.. (fo understand Whitehall's problem, 
-look at the three different ways in which 
the radioactivity found in the lambs 






















of radiation per kilo—the limit that set 
‘alarm bells ringing іп Whitehall—you 
could вау: (a) that the unlucky lambs 
were three times as radioactive as fish 
-caught offshore from Sellafield; or (b) 
"that you would have to eat 10 ounces of 
er meat 365 days a year to reach the 














could be described. At 1,000 becquerels - 





E havé given the government its main sav- 
ings—around £350m a year—from the- 


Fowler reforms. It was not devised for 


financial reasons alone, but as part of the 


government's plan to make local councils 
more accountable, by making all voters 
carry a share of the cost. The government 


promptly said it would be reinstating this. 


part of the bill in the House of Commons. 

The second Lords revolt was over.a 
proposal to make а new benefit for the 
disabled discretionary, with no right of 
appeal. On June 30th, another Lords 
revolt is planned, in an attempt to restore 
the right of appeal. That is just the sort of 
civil-libertarian issue the Lords relish. 

Two more climb-downs have been 
forced on Mr Fowler without their lord- 
ships' assistance. One is the result of a 
case at the European court, which awards 
to married women who stay at home to 
care for relatives the same benefit as that 
already paid to men and to single women. 
Successive governments have acknowl- 
edged that the present law is discrimina- 
tory, but have baulked at the cost of the 
change (up to £100m a year). 

It was ladies, not Lords, who forced Mr 
Fowler to reverse his decision to pay the 
new family credit to husbands rather than 
to wives. Mr Fowler hoped that would be 
a first step towards integrating income tax 
and national insurance, and would make 


limit of exposure now internationally 
regarded as acceptable; or (c) that you 
would have to eat several pounds of this 
affected meat a day before you faced the 
same risk as you face from everyday 
background radiation in Cornwall. The 
public was told (b); what it felt, with aid 





from the green lobby and the Labour 
party, was (a). 

What about the farmers? The scare hit 
them just as British and New: Zealand 
lamb was flooding on to the market. 

Even before the scare began, prices 
last week were down 18% to around 
205p a kilo deadweight. Normally, that 
would not worry farmers: an EEC premi- 


fathers more willing to accept low-paid | 
work, because the benefit would top up 





their pay packet directly. It was this 
second argument which persuaded the 
prime minister and Treasury to agree to. 
pay for it. The scheme's administrative 
costs drew complaints from businessmen. 
The transfer of cash from wife to husband. 
upset the formidable Tory women. When 
they have allies like that, the poor hardly 
need the poverty lobby." 


Race and politics 
Party colours 


The colour .of British. politics тау be 
about to change just as America's did in 
the 1970s. So says a new report from Mr. - 
Muhammad Anwar, head of research at 
the Commission for Racial Equality 
(CRE). In America, the number of black 
congressmen rose from ten to 21 between 
1970 and 1983, while the number of black 
city council members shot up from 552 to 
2,030. More blacks: registered to vote 
because they were persuaded by the polit- 
ical parties that gains might be made by 
participating in politics. The same may be. 
happening in Britain. 

Local elections last May produced 179 
black and brown councillors in London, 


um makes up their prices to a target 
figure, which this week was 227p. The 
guarantee will take care of the Cherno- 
byl factor, too. 

But farmers in the areas where move- 
ment is banned are not so lucky. Their 
troubles are threefold. First, no sale 
means neither cash nor EEC premium— 
and this is the time of year when upland 
sheep. farmers usually need to make 
money. Second, the EEC price falls slow- 
ly, reaching à low of 207p in August. So 
the eventual returns for beasts that now 
have to be held off the market will be 
lower. If the market price is low, as it will 
be with all those extra lambs to sell and 
demand probably still down, a larger |. 
share will come in belated premium, —- 
rather than cash on the nail. Third, and 
potentially worst, the guarantee applies 
only to lambs that meet EEC standards of- 
quality, which encourage lean meat. 
British lambs always tend to be fat; sold 
three weeks late, they could be fatter 
still, and bring no premium at all. 

Farmers have turned to the govem- 
ment for aid. They have received hesi- 
tant encouragement. The Scottish Of- 
fice, said its boss, Mr Malcolm Rifkind 
on Wednesday, is “considering” aid for 
individual farmers facing "severe" 
losses. Who would pay? The government 
has "some" responsibility, said the sec- 
retary of state. Anybody else, then? The 
Welsh farmers have invited the Russian 
ambassador to visit them. 


an increase of 50 since the 1982 elections. 
(Brent council even has a black woman 
leader of its Labour group, Ms Merle 
Amory.) Birmingham now has 14 black 
councillors instead of nine; in Leicester, 
their number has doubled and Sheffield 
has another three. But although roughly 
5% of Britons are black or brown, there is 
not a single black member of Parliament. 

The big political parties have tried to 
involve ethnic minorities ever since the 
Community Relations Commission 
(which became the CRE) published its 
report on the participation of non-whites 
in the general election of October 1974. 
This argued that non-whites could swing 
the vote in 85 constituencies, most of 
them in inner cities. A growing number of 
non-whites go to the polls. Most research 
has been done on Asians because their 
names are more identifiable on electoral 
"0115. In 1983, in 20 constituencies where 

Imost a quarter of registered voters were 
Asian, 81% of Asian voters turned out to 
vote, compared with only 60% of non- 
Asian voters. 

The great majority of non-whites still 
vote Labour. In the 1983 general election, 
the CRE found that 86% of Afro-Caribbe- 
ans and 80% of Asians voted Labour. 
Only 7% of all non-white voters voted 
Conservative and 11% chose the Liberal/ 
SDP Alliance—and even this represented 
some swing rightwards. The CRE thinks 
Labour lost 5% of its share of the non- 
white vote between 1979 and 1983, mostly 
to the Alliance. 

Both the Labour and Conservative par- 
ties would like to have more black candi- 
dates and office holders, but say they 
should be representatives of the party, 
not of their particular minority. Labour 
has resisted the demands of some of its 
black supporters for special black sections 
in the party, but not altogether successful- 
ly. Around 20 unofficial black sections 
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Safe, most of the time 


On Monday morning, a Ford Transit van 
carrying young revellers from the Glas- 
tonbury midsummer music festival leapt 
over the central crash barrier on the M4 
motorway near Maidenhead. Thirteen 
people were killed, including four in a 
car travelling in the opposite direction. 
The government has promised a new 
look at the design of crash barriers. 

At the end of the 1960s, a series of 
bloody motorway accidents caused by 
vehicles crossing the central reservation 
prompted the Department of Transport 
to ask its boffins to design effective 
central barriers. The Transport and 
Road Research Laboratory (TRRL) came 
up with specifications for barriers de- 
signed (a) to keep errant vehicles on 
their own side of the road, and (b) to 
keep them rolling along the barrier, not 
bounce them back into the fast lane. 
From 1971 onwards, motorways were 
built with barriers to these standards. 

The м4 barrier at Monday’s accident 


are already attached to Labour constitu- 
ency organisations. 

The Conservatives have more ground 
to make up. For ten years, the party has 
had a special officer to promote ethnic 
involvement in Tory constituency associa- 
tions. The party is winning support from 
the Asian community. This has more to 
do with class and culture than colour. Mrs 
Thatcher's enthusiasm for Victorian val- 
ues—family discipline, home ownership, 
small businesses, civic pride—appeals to 
conservative Asians. Rich Asians regular- 
ly contribute to Conservative party funds, 
and dignitaries from the party attend 
functions of the Anglo-Asian Conserva- 
tive Society. The National Anglo-West 
Indian Conservative Society has been less 
successful. 





spot is of the commonest kind—a ten- 
sioned corrugated beam. One of the tests 
performed on barriers involves driving a 
vehicle into them at an angle of 20 
degrees and a speed of 70 miles an hour. 
Possibly the van approached at an un- 
usual angle. For the moment, the TRRL 
considers the accident a one-in-a-thou- 
sand fluke. 

Since crash barriers were introduced, 
motorways have become much safer. In 
1968, there were 32 accidents for every 
100m vehicle-miles driven on 563 miles 
of motorway. In 1984, on 1,736 miles of 
motorway, there were only 21. But many 
other things—better cars, better driving, 
better road maintenance—have also 
helped. 

Motorway driving remains safer than 
any other kind. The accident rate on A 
and B roads in 1984 was 316 for every 
100m vehicle-miles. Motorway accidents 
these days are mostly caused by drivers 
who go too fast—or simply fall asleep. 





But Labour is in a much better position 
to offer winnable seats at the next general 
election to black candidates. Existing 
Tory MPs are defending most of the seats 
the Tories really expect to hold. Of the 12 
non-white candidates already selected to 
stand for Labour, three are up for La- 
bour-held seats, all in London: Mr Paul 
Boateng in Brent South, Ms Diane Ab- 
bott in Hackney North and Mr Bernie 
Grant in Tottenham. Three are in Tory 
marginals which they may well win. But 
the candidacy of one of these, Mr Russell 
Profitt, has not yet been confirmed by 
Labour's National Executive Committee 
because two members of the constituency 
party which selected him came from an 
unofficial black section. At election time, 
Labour's NEC will probably resolve this 
problem by exercising its right to impose 
a candidate on the party; it will be none 
other than Mr Russell Profitt, and face 
will be saved all round. 


Women priests 
Sisters resisted 


In a rare display of tolerance, both sup- 
porters and opponents of ordination of 
women to the priesthood in the Church of 
England recently attended special prayers 
"for the peace and unity of the church, 
and for the mind of Christ to be known in 
all things that trouble people's hearts". 

It looks as if these Anglican prayers 
may be answered. A decisive confronta- 
tion over women's ordination will not 
take place until the end of the synod's 
term, in 1990. For the moment, a formal 
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A woman's place 


schism over the issue looks unlikely. 
When the general synod of the Church of 
England, its main legislative body, again 
debates the issue at its session in York 
from July 4th to 8th, the Church of 
England's ancient skill in accommodation 
and compromise will triumph again. 

The York session of the synod will 
tackle the issue of women's ordination to 
the priesthood from three angles: 

ө On July Sth, the synod will be asked to 
approve a proposal to grant temporary 
permission to women, ordained as Angli- 
can priests abroad, to officiate as priests 
when they are visiting this country. The 
last synod, whose five-year term finished 
last year, gave preliminary approval. In 
this new synod, both sides have picked 
the issue as an important test of strength. 
It may therefore be defeated: its oppo- 
nents appear to be stronger in the new 
synod than in the previous one, and some 
of the supporters of women’s ordination 
may not vote for it, on the grounds that it 
is unfair to treat visiting women priests 





more generously than British women, but 
more strictly than visiting male priests. 

@ The House of Commons ecclesiastical 
committee has asked the synod to look 
again at a measure approved by all the 
three houses of the old synod on the 
ordination of women as deacons. With 
the parliamentary legislation to enact that 
measure is a provision to let churches 
ordaining women as deacons opt to omit 
the usual prayer for new deacons to be 
worthy of the church’s “higher minis- 
tries". Members of Parliament who op- 
pose women priests want the synod to 
insist that the prayer is always left out 
when women are being made deacons. 
The synod’s standing committee, a sort of 
cabinet, has agreed the measure should 
be brought back and amended. But be- 
cause the synod has already approved the 
legislation, that will require a 75% major- 
ity of the whole synod. And that might be 
unattainable if synod members opposed 
to any ordination of women find them- 
selves voting the same way as those who 


Dancers seek home 


What does the stern world of the com- 
puter have in common with the frilly 
world of the ballet? Answer (apart from 
software): a £375,000 grant from Digital 
Equipment (DEC), the world’s third larg- 
est computer maker, to a troupe of 
British dance companies. That may not 
sound much money. The Arts Council, 
the state’s Maecenas, will dole out ten 
times as much—£3.8m—to dance com- 
panies this year (and that excludes its 
indirect grants to the Royal Ballet). But 
DEC’s grant, topped up with money from 
the Business Sponsorship Incentive 
Scheme, will enable the Sadler’s Wells 
Theatre, British dance’s north London 
pied-a terre, to survive for another two 
years. The grant will be spread between 
three dance companies, will finance 
scholarships at two dance schools and 
will help set up a fund, worth £100,000 


over two years, so that dance outfits can 
commission new choreography. At the 
stingy going rate this will buy a lot. 

British dance needs the money. While 
dance routines thrive in the West End 
theatre’s many musicals, pure dance is 
Struggling. Britain has failed to train a 
new generation of ballet stars to replace 
the great figures of the past, like Dame 
Margot Fonteyn, Miss Merle Park or Mr 
Antony Dowell. Foreign companies stay 
away in droves; when the Bolshoi arrives 
in London next month, it will be like a 
sunny day in a British July. 

One thing that would help is a theatre 
in central London given over more or 
less permanently to dance. Ballet com- 
panies need large stages. The best is at 
the Coliseum, but that is occupied for all 
but two overbooked summer months by 
the English National Opera; at the Co- 


resent parliamentary interference in 
church affairs. As a result, even the 
ordination of women as deacons may be 
thwarted. 

ө On July 8th, synod will hear how the 
consciences and livelihoods of those who 
object to the ordination of women to the 
priesthood might be safeguarded. Last 
year, a special group was set up to look at 
this issue under the chairmanship of a 
supporter of women's ordination, Profes- 
sor David McClean of Sheffield Universi- 
ty. The committee suggests that a bishop 
should be able to refuse to ordain a 
woman; that an objecting parish should 
be able to ask a bishop who had ordained 
women to delegate parish tasks to some- 
body else; and that a woman priest should 
not be appointed against the wish of a 
parish. It also proposes that those who 
resigned over the issue should receive the 
equivalent of their stipend, their livinf 
costs and pension contributions for up t 
ten years. That might cost between £5,000 
and £10,000 per man per year. 

And how many might resign? In April, 
the Bishop of London, Graham Leonard, 
asked opponents of the ordination of 
women to write to him. By June 18th, 
14,214 had done so, including 22 of the 
church's 107 active bishops and 2,296 of 
its 10,000 or so priests, as well as 4,760 
men and 7,116 women. 

The possibility that about a fifth of the 
clergy and bishops might resign is bound 
to have an impact on the synod at York. 
So is the (as yet unpublished) correspon- 
dence between the Pope and the Arch- 
bishop of Canterbury, in which the Pope 
is believed to point out the damaging 
effect that women's ordination would 
have on prospects for Roman Catholic- 
Anglican unity. 


vent Garden opera house, the Royal 
Ballet has to squash in with the Royal 
Opera Company. That leaves the empty 
Lyceum Theatre, currently the subject of 
a tussle between patrons of rival forms of 
dance. The balletomanes' champion is 
Mr Stephen Hetherington and a group of 
anonymous American patrons. They say 
they will pay whatever is necessary to 
restore the Lyceum to its former glory 
and turn it into a theatre for ballet. The 
challenger is Mecca Leisure, which ran 
the Lyceum as a ballroom-dancing hall 
for more than 40 years and now wants to 
turn it into a popular-entertainment cen- 
tre. Last year, Mecca got a 125-year 
lease from the Greater London Council 
(though this lease was later counter- 
manded by the environment secretary). 
The bids are being scrutinised by the 
London Residuary Body, the organisa- 
tion set up to dispose of the GLC's assets; 
if it is lucky, British ballet may get a 
headquarters at last. 
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Gustavo Petricioli, Mexico's new 
finance minister, said that continuing 
...With the present debt rescheduling 
agreement would be a “useless 
effort". There was talk of linking 
г debt-service payments to the _. 















ple Express said that it may 
have to put some, or all, of its assets 
сир for sale, 






ae Tax reform came a step closer in 
America. The Senate approved its 
version of a bill to lower and simplify 
income-tax thresholds and raise 
: corporation tax. 















с Nige | announced the setting-up of 
(га two-tier exchange tate: an official 
rate for debt servicing and 
government imports; and an 
auctioned rate for most other deals. 


May Department Stores offered to 
buy Associated Dry Goods, another 
American retailer, in a stock swap 
valued at $2.7 billion. The target 

|. thinks the price should be a little 

. higher. 





The big American soft-drinks 
.|. companies dropped their acquisition 
{+ plans after the Federal Trade 
< | Commission voted to oppose them. 
1: Coca-Cola had planned to acquire Dr 
‘Pepper and PepsiCo to acquire 
Seven-Up. 


- | Nynex and Cable and Wireless are 


teaming ир to build a transAtlantic 
. optical-fibre telephone link. 


External debt, 1985 $bn 
United States ._. 


America's Commerce Department 
confirmed that the United States has 
become the world's biggest debtor: 
















to Brazil to appease farm lobbyists in | 
Congress. 


Many parts of Africa have recovered | 
from the drought, said the FAO; 12 

. countries have a grain surplus, but 
six still need | emergency food aid. 


Harmed by the oil price slide, 
Houston's Tenneco is selling its 
insurance operations to raise $1.5 
billion. 


Talks began between тт апа a group. 
of European companies led by 
France's Compagnie Générale 
d'Electricité which could lead to the · 
creation of a new European 
telecommunications company. 


it owed $107 billion at the end of 


1985. 


Philips, Siemens and Thomson, 
Europe's big three microchip 
makers, talked about establishing a 
ten-year technology-sharing joint 
venture, involving as much as $1 


billion. 


The French government cut off 


Scott Paper, a big American maker. 
of tissues and lavatory paper, is 
investing $200m in Europe and aims | 
to sell 440,000 tonnes of tissues to - 
Europeans in 1986. 


The ЕЕС Commission postponed its : 
antitrust action against Europe's 
airlines until after a meeting of the 
Council of Ministers on June 30th. 


credits іо Normed. The shipyard 


faces bankruptcy as a result. 


The International Air Transport 
Association said that its 144 
members might lose up to $100m in 


1986. 


America is trying to stall a $500m 
agricultural loan from the World Bank 


Britain's trustbusters said that à 
monopoly of cooking salt was ас 

‚ against the public interest: The . <j 
government stepped in to control the 
price of salt. DS 
SET EIN NER RE UE S 


Economic and: financial. indicators ie 
are on pages 101-102. 














: Ye Year ended. {) = Loss. “Converted at average exchange rates. “Based on local currency figuras. f = 





| Corporate scorecard 
Net % change % 
profit oncomp Sales oncomp 
Company Period $m* period" $m* period** Comment 
Arbed Y Dec 31 19 +74 1,100 +15 Тһе Luxembourg iron and steel firm has restructured its operas - 
MS ; tions, cutting its workforce by half. 
с: Banque Paribas ` . ¥Dec3i -— 57 +92 — — Те French bank benefited from steady income growth and a 
WE S 22% increase in interest and portfolio earnings. : 
1^ Cable and Wireless Y Mar 31 406 +20 1,250 +5 Тһе British telecoms firm has ambitious plans to link the world 
ee with fibre-optics, and its subsidiary Mercury is doing well. 
Hambros Y Mar 31 60t +59 — — Тһе British merchant bank this year restructured its ownership; 
d several members of the founding family departed. 
| HJ Heinz Y Apr 30 302 *13 4,370 *8 . The tinned food supplier's profits rose 20% in the final quarter. 
- [ National Y May 31 (92) ў 1,480 ~17 Тһе Californian chip maker is still suffering from the industry's s 
|. Semiconductor recession. 
7 Racal Electronics Y Mar 31 124+ -32 1,750 +14 The British electronics and defence firm blamed the slump in the 
: Я ; t American data processing industry, but says it will make a sharp: 
D EM : recovery in 1987. 
t 2 Steyr-Daimler-Puch Y Dec 31 (30) (1098 740 *5 _ Austria's weapons and vehicles group has not yet seen me 4 


benefit of its rationalisation programme. 
Pre-tax profit. $ = Profit in previous period. $- = Increased loss. 

































Ithough it is the world’s 
W most famous insurance 
arket, Lloyd’s of London is 
often misunderstood. It is a 
market-place where affluent 
individual members - called 
ames - invest in syndicates 
that back risks using 
"underwriting agencies and 
brokers. - 

. Underwriting premiums at 

scan be a high return, high 

risk investment - depending 

pon the performance of the 

arious syndicates in which 
"underwriting commitments a are 
taken. 

Names sometimes earn 
spectacular returns, but there 
is also a strong downside risk 

s each member faces 

n personal liability. 

The guiding. мш of 


underwriting insurance at 
Lloyd's is to spread risk among 
several syndicates specializing 
in different lines of business. - 
In this respect, the fundamental 
approach is quite similar to the 
dynamics of eross-border 
investing for maximum total 
returns in various currencies 
and instruments, 

For some Names, an 


international deployment of 


assets could mean con- 
siderably reduced volatility 
and a degree of protection 
from possible currency 
restrictions. But knowledge- 
able advice and guidance are 


essential. 


Bank Julius Baer 


International investment 


decisions based on straight- 


BoB 


forward, timely information 
can achieve consistently 
attractive investment returns. 

Bank Julius Baer one of 
Switzerland’s experienced and 
prestigious private banks, 
gives top priority to supplying 
the serious international 
investor with professional, 
in-depth analysis and sound 
advice, 

The Bank’s international 


commitment rests on a century- 


old tradition, based on the ~ 
conviction that excellence of 
service is the foundation for 


lasting business relationships. 
“The International Investor” 


Among the broad range of 
services for the international 
investor, Bank Julius Baer ^ - 
offers valuable information and 


advice in its quarterly review, 
“The International Investor" - 


The current issue focuses: 


on Lloyd's of London, providing 
a detailed summary of the 
market, its structure and the 
outlook for the coming years. 


We invite you to write today 


fora complimentary copy. - 


Dr Jan A. Bielinski 

Bank Julius Baer. 
Bahnhofstrasse 36. Е 
CH-8022 Zurich = = $ 

Tel. (01) 2285 

Telex 812.115 - 


- Philip Taylor 


Bank Julius Baer 
Bevis Marks House 
Bevis. Marks- 


© London: EC3A ТМЕ 


Tel. LUE 4211. EC 
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The fall of People and the rise 
of the oligarchs 


Icarus-like Mr Donald Burr—the man 
who revolutionised America’s airline in- 
dustry—is being humbled by his own 
ambition. If he falls, those who thought 
the deregulation of America’s airline in- 
dustry would let a thousand airlines com- 
»ete must resign themselves to a rivalry of 
"igarchs. 

Mr Burr is the 44-year-old chairman 
and founder of People Express, an airline 
formed in 1981 to take on the industry's 
giants by offering low fares and no frills. 
Today, People is America's fifth biggest 
carrier—and is in such a financial mess 
that part, or even all, of the company may 
have to be sold. Passengers are deserting 
the airline. Talk of a possible sale drove 
its share price down to $5.50; three years 
ago the shares stood at a high of over $24. 

People's misfortune is the cruellest turn 
in the eight-year cycle of America's 
airline deregulation. Despite an in- 
fancy troubled by recession and a 
strike by America's air-traffic con- 
trollers, People was nonetheless 
the favoured child of deregulation. 
Mr Burr saw deregulation (charge 
what you like to fly where and 
when you want) as the opportunity 

о hurt the established airlines 
vhere they were most vulnerable, 
on labour costs and ticket prices. 
The method was simple: buy or 
lease cheap, used aircraft; entice 
passengers with low prices; and 
motivate workers by profit-sharing 
and by making them hold shares in 
the airline. 

Until 1985, the formula worked. 
Passengers accepted a minimal ser- 
vice—eg, no free meals—because 
of the low prices. Employees, most 
of them young or laid-off by other 
airlines during the industry's recession, 
accepted low wages because, as the air- 
line grew, so did the value of their 
shareholdings. 

Beginning on April 30 1981 with fewer 
than 800 employees and three second- 
hand Boeing 737s flying between unexalt- 
ed airports in the eastern part of Ameri- 
ca, People by the end of last year had 
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3,402 full-time employees, a fleet of 78 
aircraft (more than Swissair or KLM), and 
a network which stretched from Vancou- 
ver and Los Angeles across the Atlantic 
to London and Brussels. 

The flaw in Mr Burr's formula is that 
for profits to grow from low-price tickets, 
the airline has to grow—and the more it 
grows, the more it exposes the weakness- 
es of an inexperienced staff and an inade- 
quate reservations system. Moreover, the 
established airlines have learnt to fight 
back: for example, when People started 
flying out of Minneapolis, Northwest re- 
acted to this invasion of its territory by 
matching People on price and sched- 
ules—while still offering full service. 

The reaction of the established airlines 
has been carefully controlled by their 
computer systems. Rather than offering 





all their seats at People's prices, they have 
been offering merely enough to lure some 
passengers away and so stop Mr Burr's 
airline from filling its aircraft—which is 
the only way a low-fare operator such as 
People can make a profit. While People 
last year made a net loss of $28m, Ameri- 
can made a net profit of $346m and Delta 
one of $259m. 
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Mr Burr can see the problem as well as 
anybody. His solution has been to make 
People more like its enemies. In Novem- 
ber 1985, anti-union People Express ac- 
quired Frontier Airlines, a Denver-based 
airline with 44 aircraft and 4,600 employ- 
ees—almost all of them union members— 
for around $307m. By February this 
year, People had also bought Britt 
Airways, a commuter airline in the 
Midwest, and—in principle—the 
bankrupt _— Provincetown-Boston 
Airline, a commuter carrier serving 
Massachusetts and Florida. The idea 
was to get a nation-wide network 
with subsidiaries feeding passengers - 
on to People flights which now offer — 
fullservice. Thereality isa mishmash 
of management methods and a crip- 
pling burden of debt. 

Mr Burr and the company's ad- 
visers, Morgan Stanley, said on 
June 23rd that they might have to 
raise a "for sale" sign to lighten 
that load. By adopting a two-tier 
share structure in August 1985, the 
company effectively ruled out at- 
tack by asset-strippers. The snag is 
that friendly buyers may be hard to 
find. The past year has seen a spate 
of mergers and takeovers in the American 
airline industry. The profitable American 
Airlines says it wants to grow internally, 
not by acquisition, and Delta is inherently 
cautious. The result is that these oligarchs 
might decide not to buy People but to let 
it die of natural causes. 

That fate, however, is not inevitable. A 
subsidiary like Frontier could well find a 
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ver; many о ple: ough 
rliners could be sold profitably; and a 
recent cut in fares by 30% has filled 
_ enough seats to generate cash flow if not 
profits. Icarus has not yet crashed. 





France's Disneyland 


To catch a mouse 


Is Mickey Mouse one of the American 
urists giving France the cold shoulder 
summer? The Walt Disney company 
as meant to sign the contract for its 
rench theme-park east of Paris on June 
ith. But the contract talks have run into 
ble. Disney and the French authori- 
es still have between 30 and 40 issues to 
esolve and talks are to continue without 
deadline. 
The French are keen on the park, 
ich could. create 30,000 jobs in the 
is region. But they want to limit the 
umber of foreigners, above all Ameri- 
cans, who work there. Another snag is 
ansport. Disney wants the French to 
rétch a suburban metro to reach the 
park and to build two motorway inter- 






























changes. The French would pay for this, 
and Disney would indemnify the French if 
traffic were to turn out lower than pre- 
dicted. The difficulty is agreeing the 
terms of the indemnity. 
Other contentious issues: 

@ After signing, the French government 
is meant to introduce.a bill in parliament 
:ducing VAT on theme-park ticket sales 
France from 18.6% to 7%.. Disney 
ants to be sure this will not fall victim to 
crowded parliamentary schedule. 

/ Some of the 25 farmers who till the 
and in: Marne-la-Vallée “that ~ Disney 
wants for the park are holding out for 
igher compensation. 

@ The French want the park to have non- 
American themes as. well as.Donald- and 
^ Mickey in their Magic Kingdom: Disney 
agrees in principle, but does not want to 
be too tied in its choice of exhibits. 
Though Disney says it is still aiming to 
open its French. park by. 1991, the date 
“ Jooks wishful. Its Tokyo park took almost 
five. years from signing the contract to 
opening. Disney has not even taken soil 






























ly, itis waiting til the French contract is 
signed before lining ир outside investors. 

Mr Michel Giraud, the head of the 
regional council of the lle-de-France, 
covering Paris and its environs (including 
Marne-la-Vallée), remains an enthusiast. 
But he needs the backing of his council to 
sign a contract with Disney, and his 
conservative. coalition lacks an overall 
majority on the council. Communists and 
far-right council members are against the 


American importers 













- Despite thes "delays, Disney and the 
French authorities seem confident that 
the contract will eventually be signed. Yet 
Disney's Tokyo park, which was compar- 
atively easy to negotiate, is not the suc- 
cess that was. hoped for. Unless the con- 
tract is signed by the autumn, Disney—or 
the French—could: start having second 
thoughts about. bringing Mickey to 
France. 


















Keep markets, cut margins 


Nobody expected the fall in the value of 
the dollar against the currencies of some 
of America's main trading partners to 
shrink the. country's trade deficit over- 
night. There are still plenty of goods 
waiting to be delivered on contracts 
signed when the dollar was stronger. And 
the dollar has not fallen against all curren- 
cies. It has risen against the Mexican 
peso, for example, and is unchanged 
against the South Korean won. 

But another (less obvious) reason for 
the continuing strength of American im- 
ports is increasingly being cited as a big 
reason for the slow turnaround in Ameri- 
ca's trade balance. This is that foreign 
companies have been happy simply to cut 
their margins in order to maintain their 
market share in America. 
^ A recent article by Mrs Catherine 
Mann, an economist on the staff of the 
Federal Reserve Board, has provided (for 
the first time) some empirical underpin- 
ning to this theory. She examined the 
interrelationship of profits, exchange 
rates and prices between 1977 and 1985, 
and discovered, just as anecdotes suggest- 
ed, that importers boosted their profits 
when exchange rates were in their favour, 
and tolerated lower margins when they 
turned against them. Importers of con- 











Foreign tastes 


Overall imports 
Total: $361-6bn 







Passenger 
Total: $37-6bn 





Source: international Trade Administration 



















US imports, 1985 


Consumer 
electronics. 
Total: $7:9bn 





struction. machinery, foe ехатр ok 
drop in their profit margins of 9. 2% 
during the dollar’s depreciation between . 
1977 and 1980, but boosted their margin: 
by 11.6% between 1980 and 1985, whet. 
the dollar was appreciating. 

Profit margins of American exporters, 
by contrast, fluctuated much less. This 
suggests that they simply passed on the 
exchange-rate effects. to their. custom- 
ers—ie, they did not nurse foreign. mar. 
kets in the bad times and milk them in the _ 
good. Only in one sensitive industry did 
Mrs Mann find that American exporters 
use exchange rates like foreigners do: 
hand-held power tools. 

The article quotes earlier research as 
suggesting that 50-80% of any exchange- 
rate adjustment would be passed on to 
the American consumer, implying recent 
price rises for Japanese imports of some 
20%. But Japanese car prices have risen 
by only about 12% since the autumn; 
prices of German cars by even less. 

Such price increases as are posted may 
not tell.the whole story. Komatsu, 
Japanese heavy engineering company © 
says that it has increased its list prices 
three times since November. But compet- 
itors suspect that it is offering large dis- 
counts to its dealers. Caterpillar, its largë- 






Machine tools* 
Total: $2-3bn 


Textiles and 
apparel 
Total: $21-0bn 
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The revolutionary Airbus concept, 
already chosen by over 50 of the 
world's leading airlines. 
The Airbus family, offering reduced 


airline operating costs worldwide. 
The Airbus family, consistently setting 
new standards in passenger comfort 
апа marketing opportunities. 
And now the all new Airbus A320. 
Years ahead of the competition and 
firstwith the right answers for 
the 150 seat market. 
Airbus, the most advanced family 
of jetliners in the world. 


D Airbus Industrie 
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America’s negotiations to restrict textile 
imports from free-trading Hongkong are 
proving difficullt, but they are still going 
on. After four days of talks in Hawaii, 
Mr Charles Carlisle, the chief American 
textiles negotiator, and Mr Hamish Mac- 
leod, Hongkong’s director of trade, 
moved to Washington for another ses- 
sion due to start on June 26th. Mr 
Macleod says that this, the third session 
this year, could last a week. 

The talks in Hawaii were described by 
one Hongkong official as “not easy, 
intensive, detailed and inconclusive”. 
Mr Carlisle wants two things from Hong- 
kong. First, he has repeated his request, 
that Hongkong (and South Korea and 
Taiwan) freeze at 1985 levels the textiles 
and garment exports to the United States 
they are permitted under the Multi-Fibre 
Arrangement (MFA) until 1988. Al- 
though the value of its exports of gar- 
ments and textiles to America increased 
(to HK$54 billion) last year, Hongkong 
used less than its full MFA quota in 
several categories. Under the five-year 
arrangement, the United States agreed 
that Hongkong be allowed annual 
growth ranging from 0.5% to 2% for 
different categories covered by the MFA. 
Hongkong feels that America should 
stick to the deal. 

Much of the increase in Hongkong’s 
exports came in categories not covered 
by the MFA, Py engen ramie (a sort of 
flax once used for wrapping mummies), 
linen and silk blends. The number of 
ramie-blend sweaters exported to Amer- 



























Clothing America's mummies 












HONGKONG 


ica increased by 330% between 1984 and 
1985, to some 93m pieces, and accounted 
for 10% of all sweater sales in America. 

That is the basis of Mr Carlisle's 
second demand: that these new export 
varieties be brought under the MFA um- 
brella. America’s Commerce Depart- 
ment says that they have caused a mar- 
ket disruption. But the deceptively 
soft-spoken Mr Macleod is asking how 
they can have caused a market disrup- 
tion when America has no domestic 
ramie, silk or linen industries to disrupt. 















































American rival, says flatly that Komatsu's 
real prices have not budged. Similarly, 
Zenith, an American multinational that 
ikes television sets, says that it has 
ard lots of talk about Japanese price 
rises, but has seen no action. It accuses 
the Japanese of dumping. 

The obvious conclusion to draw from 
Mrs Mann's research is that if American 
companies, as before, can resist the temp- 
tation to let a cheaper dollar pad their 
profit margins on foreign sales, exports 
should improve soon. The administra- 
tion, for one, agrees. It thinks that com- 
modity-based products will lead the way 
in export markets, providing relief for 
America's farmers. 

Imports are another matter. Plenty of 
American shoppers show every sign of 
having acquired a taste for foreign goods. 
"European" is synonymous with style, as 
"Japanese" has become with quality. Jap- 
anese importers have sensibly concentrat- 
ed their efforts on higher-cost, higher- 
margin products—margins which can be 
trimmed to offset exchange-rate shifts. 
The days when all Japanese cars were 








cheap are long over. A Mitsubishi Starion 
has a list price of over $17,000. Subaru's 
sporty coupés sell for $12,000. 

Many Japanese cars are cheaper than 
that, but the marketing effort has gone 
into their top-of-the-range models, leav- 
ing a gap lower down. That is now being 
filled by the South Koreans with their 
unchanged won—the Hyundai Excel, of 
which 37,000 were sold in three months 
from the end of February, has a sticker 
price of just $4,995. And also, surprising- 
ly, by the Yugoslavs. With a price of only 
$3,995, some 15,000 Yugo cars have been 
sold since August 1985. 


TransAtlantic telephones 
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War of the deep 


Teams of telecoms companies are facing 
off for a competitive battle beneath the 
Atlantic. A de-facto monopoly of trans- 
Atlantic telecoms cables is now held by a 
consortium led by America's AT&T, Brit- 
ish Telecom and France's Compagnie 





WORLD BUSINESS 


Générale d'Electricité. But Britain's Ca- 
ble and Wireless has just joined in plans 
to build a rival cable with Nynex—largest 
of the seven regional holding companies 
created when AT&T was broken up in 
1984. Both groups plan to lay new fibre- 
optic cables between Europe and Ameri- 
ca by 1990. 

The transAtlantic telecoms market is 
well worth fighting for. But Cable and. 
Wireless's challenge will be expensive. 
The transAtlantic link will cost around 


to be split half and half with — 


Nynex—and winning traffic away from 
the established consortium could prove 
tricky. 

The advantage for AT&T and its part- 
ners is that they can all feed voice and 
data traffic into their cable from their own 
long-distance networks. Cable and Wire- - 
less and Nynex will have to look farther 
afield. They have written four potential 
sources of telecoms traffic into their mar- 
keting plan: 
€ Leasing. Most of the traffic on Cable 
and Wireless's transAtlantic cable is ex- 
pected to come from private firms who 
will lease chunks of data-carrying capaci- 
ty. Wall Street firms, for example, might 
want to link their computers with col- 
leagues in London to trade securities 
internationally. 
€ Resale. Cable and Wireless and Nynex 
also hope to lease capacity to middlemen 
like AT&T's long-distance telecoms rivals 
in the United States, MCI and СТЕ. Unfor- 
tunately, prospects for leasing to middle- 
men in continental Europe look bleak. 
The members of the rival AT&T transAt- 
lantic consortium hold national telecoms 
monopolies. 
€ Mercury. Owned by Cable and Wire- 
less, Mercury is the only firm licensed to 
compete with British Telecom. By 1990, 
it hopes to grab 5% of the British tele- 
coms market—concentrated on the big 
businesses which make lots of transAtlan- 
tic calls. ' 
€ Asia. Cable and Wireless hopes to 
build a cable from the west coast of 
America to Japan in partnership with 
America's Pacific Telecom. Eventually, 
that cable could be linked into the trans- 
Atlantic one. The company has a number 
of other Asian projects. One is to build 
undersea cables to link Japan to South 
Korea and Hongkong; another is a joint 
venture with C. Itoh to bid for the right to 
compete with KDD which has a monopoly 
of Japan's international telecommunica- 
tions traffic. 

The obvious gap in this list of potential 
customers, however, is Nynex's 11m local 
telephone subscribers in New York and 
New England. American telecoms regu- 
lation forbids Nynex from competing in 
long-distance or international telecoms — 
markets. Formally, it still needs court — 
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Is that you, Ma? 


approval to pay $10m for Cable and 
Wireless’s former partner, Tel-Optik, 
and so join in the transAtlantic project. 
Few expect permission for that purchase 
to be denied. But, instead of plugging its 
local network into its transAtlantic cable, 
Nynex must hand over international traf- 
fic to long-distance carriers—dominated 
by AT&T. 


European car components 
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The sum of the 
parts 


The French government has agreed to let 
CIR, a company in the industrial empire of 
Mr Carlo de Benedetti, the Italian indus- 
trialist, take control of Valeo, France's 
biggest mánufacturer of car components. 
With luck, this will be the start of overdue 
pruning of Europe's car-parts industry. 

Lucas, a British car-part maker, 
formed a joint venture with Valeo in the 
mid-1970s. Frustrated by the French gov- 
ernment in its attempts to cut overcapaci- 
ty, Lucas sold its remaining shareholding 
last year. Mr de Benedetti is hoping to 
avoid the same pitfalls by taking manage- 
ment control of Valeo at the outset. CIR 
grabbed a 19% stake in Valeo earlier this 
year and, in March, rattled the French 
authorities by making a partial offer on 
the stockmarket for a further 3576. 

That offer has been forestalled by a 
deal worked out with the French govern- 
ment. Mr de Benedetti has agreed to limit 
CIR's shareholding in Valeo to 30% until 
at least 1991. In return, he gets manage- 
ment control. As part of the deal, CIR has 
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For sale: a car with more extras than à 
Busby Berkeley movie. It is the Aston 
Martin DBS that James Bond used to 
pursue Goldfinger in the 1964 film of Ian 
Fleming's spy story. Capable of well over 
100 mph (160 kph) and fitted with ejec- 
tor seats, machine guns, tyre shredders, 
a bullet-proof shield and sundry other 
gadgets that no self-respecting spy would 
be seen without, the car is expected to 
fetch between $100,000 and $200,000 at 
auction at Sotheby's New York saleroom 
on June 28th. It is being offered for sale 
by Mr Richard Losee, a collector from 
Utah. Those with quieter tastes might 
prefer the yellow Rolls-Royce, first built 
for Lord Fairhaven in 1937, in which 
Goldfinger sped across the Swiss Alps 
with Mr Bond in pursuit. It is to be sold 
on the same day. 

If all you want is an expensive set of 
wheels, the table provides a brief guide 
to speed-limit-breaking supercars. Dear- 
est, and probably quickest, too, is the 
Porsche 959, of which only 250 examples 
are to be built. Close behind are two 
other limited-edition speedsters: the As- 
ton Martin Zagato ($130,500) and Fer- 
rari's GTO, of which all 272 models built 
were pre-sold within hours of the car's 
unveiling at the 1984 Geneva motor 
show. As well as being fun to drive, the 
GTO has proved a good investment. 

Secondhand GTOs are now changing 
hands for 50-70% more than their (then) 
list price of $125,200. But deep-pocketed 
Americans, even if they could get hold of 
one, cannot drive it. America's strict 
laws on emission control discourage the 

















agreed not to sell its stake to a competitor 
or a carmaker without first getting the 


approval of Peugeot and Renault, 
France's two biggest carmakers and both 
customers of Valeo. 

Mr de Benedetti has a reputation for 
creating profitable niches in mature busi- 
nesses. Through CIR, he has 15% of 
Olivetti, the office-equipment giant of 
which he is chief executive. He also has a 
25% stake in Buitoni, Italy's biggest food 
group, and a ragbag of motor industry 
interests. His backers hope he can do to 
Valeo what he has done to Olivetti. 

His first task will be to return Valeo to 
profit. In 1985, it lost FFr80m, after a loss 
in 1984 of FFr147m. Mr de Benedetti is 
likely to concentrate on profitable prod- 
ucts (like brakes, lighting systems and 
radiators). He is probably betting, too, 
that Valeo's margins can be improved by 
reducing the overcapacity in the Europe- 
an car-parts industry. 

One deal that would help to do this is 
the planned joint venture between the 
car-components subsidiaries of Fiat, the 
Italian carmaker, and Matra, France's 


In pursuit of the unpassable. 





import of either the polluting GTO or of 
the comparable Aston Martin and 
Porsche. 

Americans seeking exciting wheels for 
their own backyard might consider bid- 
ding for one of the 240 cars to be 
auctioned between June 27th and 29th at 
Harrah's Vehicle Collection in Reno, 
Nevada. The event is the third and final 
sale of historic cars collected by Bill 
Harrah, the property and casino tycoon. 

Top of the bill is a 1931 Bugatti Royale 
Berline de Voyage. It is one of only six 
Bugatti Royales in existence and is likely 
to prove the most valuable car ever sold. 


Selected supercars . . . 


Price Тор 
NC э, 
Porsche 959 186,790 310 
Aston Martin Zagato 130,500 283 
Ferrari GTO 25,200 300 
Aston Martin Lagonda 119,250 225 
Ferrari Testarossa 115,280 290 
Lamborghini Countach 109,630 295 
Bentley Mulsanne Turbo 107,770 217 
Bristol Brigand Turbo 84,090 233 
Porsche 911 Turbo SE 70,270 275 


... and the speed limits they are 
made to break 





Limit in kph 
West Germany No limit 
Italy 140 
France 130 
Switzerland 120 
Britain 113 
Japan 100 
United States 90 


state-controlled aerospace and carmaking 
group. Fiat wants to combine its own 
Borletti, Weber and Cavis offshoots wi ' 
Matra's Solex and Jaeger subsidiari« 
Together, the companies would be one . . 
Europe's biggest producers of carburet- 
tors and dashboard instruments, with a 
combined turnover of around $1 billion. 
Fiat would have 65% and Matra 35% 
(with the option to raise its stake to 50%) 
of a new holding company. By not object- 
ing within the specified 60 day period, the 
French government appeared this week 
to give at least tacit approval to the deal. 


Jute 
Bags of trouble 


NEW DELHI 





The rope is tightening round the Indian 
jute industry's neck. It has lost many 
export markets to Bangladesh and syn- 
thetic substitutes are now threatening it at 
home. 

India produces around 1.3m tonnes of 
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| Questions for ma 
do we manage the 


British company, know thyself 


rs of diversified British (and other) businesses: how 
t we have become? How do we add value to the 


d | separate entities grouped under our control? What are we really for? 


Мапу reckon that the point at which ~ 


“Managers turn from making decisions to 
-Contemplating questions like these is the 
"point at. which their company has be- 

come too large and should be broken up 
'; into entrepreneurial bits. But while man- 
agers may think small is beautiful, capi- 

al markets encourage growth by acquisi- 
„tion. The questions remain. 






| _ Two researchers at the Centre for 


` Business Strategy have just completed a 
` three volume study* on how 16 large 
British multibusinesses formulate strate- 
ву: The. centre, part of the London 


Business School, is financed by Mr Da- ` 


vid Sainsbury, finance director of the 

(resolutely undiversified) grocery super- 
. market chain of that name. Mr Sainsbury 
believes that British businessmen have 
‚ long been bad at strategic management 
crie, making the best of their competi- 

tive advantages—and good at pragmati- 

cally doing what they have always done, 
until suddenly discovering that the mar- 
ket has changed or been nabbed by the 
; Japanese. 
The study itself is characteristically 
.. British: its analysis is strong, its prescrip- 
. tion subtle. The message: company, 
know thyself. Because there is no magic 
` formula for running all companies, busi- 
nessmen should work out what kind of 
business they run and consciously choose 
a style appropriate to it. 

The report groups the 16 companies 
into three main categories. The catego- 
ries are defined according to who makes 
strategic planning decisions (the centre 
or subsidiaries?) and by the way in which 
the centre measures and controls the 
performance of those subsidiaries. The 
^; three kinds of businesses are called Stra- 

-.tegic Planners, Strategic Controllers and 
Financial Controllers. The table shows 
which companies the report put into 
which ¿category (note that Imperial 
Group, run by strategic controllers, was 
subsequently gobbled up by financial 
controllers Hanson Trust; note, too, 
"that. such classifications obviously 
oversimplify). | : 


| Strategic planners ; 
-Strategic planners believe they are there 
to help make crucial decisions for the 


| subsidiaries. Companies run by strategic 
|» planners tend to have a small number of 


соге businesses; subsidiaries аге re- 


] quired to implement global plans for 


creating competitive advantage. 

: Mr Richard Giordano of BOC reckons 

the chief executive should be "the princi- 
al source of initiative in strategic deci- 

sion-taking”. No bones about that. BOC 

- concentrates on gases and health care, is 











creating a new business in carbon graph- 
ite electrodes, and has divested itself of 
its old peripheral businesses. 
Strategically-planned companies at- 
tract—indeed they need—bold leaders. 
They are the most dramatic sort of 
companies, making sweeping decisions 


-and progressing (or retreating) by leaps 


and bounds. When they are good, they 
are very, very good; when they make a 
wrong bold decision, they are horrid. 
Knowledgable and interfering managers 
at the centre can also get caught up in pet 
projects while becoming too tolerant of 
poor performance by subsidiaries. 


Strategic controllers 

As а company becomes more diverse, 
managers at headquarters tend to be- 
come more remote. They concentrate on 
making subsidiaries formulate detailed 
plans for review by the centre. This gives 





difficult to summon up the enthusiasm * 
(and sheer hard work) needed todo their 

homework properly: They find it easier- 
to substitute form for substance. 


Finaricial controllers E 
Companies run by financial controllers . 
enjoy making bonfires of the "strategy 
reviews" found in the filing cabinets of 


companies they take over. At СЕС, Tar- | 


тас and Hanson Trust, most strategic © 
decisions are made by the subsidiaries. . 
At the centre, managers judge their" 
subsidiaries by numbers—ie, according — 
to. financial targets. Controls on capital 
authorisation are tight, the headquarters 
staff is small and full of accountants; . 
divisional bosses enjoy much autonomy. . 
An arrangement like this allows a согро- 
ration to grow almost without limit: BTR - 
has 300 profit centres. The successful 
practitioners of this most difficult art are 
the darlings of the stockmarket, and are 
dubbed with the high price/earnings ra- 
tios that enable them to feed their ac- ” 
quisitive appetite. 


British management styles 

Strategic planners Strategic controllers Financial controllers 
BOC Courtaulds BTR 

Cadbury Schweppes Imperial Group Ferranti 

Lex Plessey GEC 

STC Vickers Hanson Trust 

BP ICI Tarmac 

United Biscuits 
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them the comfort of knowing that each 
subsidiary's strategies are well-thought- 
out and consistent with the objectives of 
the company as a whole. 

Take the engineering company, 
Vickers. In December, guidelines are 
sent out from headquarters establishing 
background economic assumptions, and 
identifying "crucial questions" for each 
division. In March, the company's busi- 
ness units submit what they want to do 
during the year and why. These form the 
basis of detailed three-year business 
plans, agreed in May, which by October 
provide the context for the following 
year's budget and planning procedures. 

Whether such formal planning proce- 
dures work depends heavily on the cali- 
bre of the top managers and the percep- 
tiveness of their questions. Sir 
Christopher Hogg, chairman of Cour- 
taulds, for instance, tries to ask the sort 
of questions that an intelligent share- 
holder with 100% of the shares might 
ask. Several of the companies in this 
category are moving from central control 
to greater decentralisation, or vice versa. 
These companies have the advantage of 
being able to nurture long-term projects 
that cross boundaries between divisions. 
The corresponding weakness is that top 
managers can be cut off from the life- 
blood of the. marketplace and find it 








Sounds idéal? There are disadvan- - 


tages: a bias towards the short-term | 
(long-term  capital-intensive and re ] 


search-based projects tend to suffer) and 
the breeding of caution in managers who 
are fearful lest they fail to meet their 
financial targets. 

Which style is appropriate? It de- 
pends. Some rules of thumb: 
€ The larger the number of separate 
businesses, the more difficult for the 
headquarters staff to plan successfully 
and the more important it is to have tight 


financial controls. The greater the num- 


ber of links between subsidiaries, the 
greater the need for central planning. 

@ The bigger the investments made, the. ` 
more. the centre has to be involved in 
planning decisions. й 

@ When cash is tight, whatever manag- 
ers had done before, strategy has to be 
sacrificed to.cash flow. 

@ The chief executive’s personality has 
to fit in with the style of the company. 
Natural accountants should not run stra- 
tegically-controlled companies. 

€ And whatever style the boss con- : 
sciously adopts, he or she should be 
conscious of its drawbacks. 


Sammaan. Я 
“Strategic Decision Making: The Corpo-. 
rate Role. By Michael Goold and Andrew — 
Campbell. London Business School... 






WORLD BUSINESS 


jute goods a year. Most of this jute goes 
to make bags and, over the past few 
months, the jute industry and manufac- 
turers of synthetic bags have been run- 
ning a campaign of newspaper advertise- 
ments insulting each other's products. 
They both want the government's ear. 
Not only is the government the biggest 
buyer of bags in the country, but it also 
sets the customs and excise duties, which 
could make or break either industry. The 
jute makers are lobbying for import du- 
ties on synthetic raw materials, which 
stand at 160%, to be increased. 

In the past decade, India's exports of 
jute goods have shrunk by nearly 50%. 
Only 23% of the country’s production 
was exported in the year to mid-1985, 
compared with more than 50% in 1970- 
71. Bangladesh’s exports, on the other 
hand, have doubled in the past ten years. 

Bangladesh's advantages stem from the 
way the industry was set up before parti- 
tion of the subcontinent in 1947. Jute was 
grown in what is now Bangladesh, which 
has better supplies of the running water 
that are needed to produce good quality 
jute. It was processed in what is now 
eastern India. After partition, India was 
left with the old mills, and had to start 
growing its own (lower quality) raw jute. 
Bangladesh was left without mills but, 
over the years, installed newer, more 
efficient ones. These, together with gen- 
erally lower wages than in India, brought 
costs down. 

In 1984-85, after three poor crops had 
run down stocks, prices of raw jute qua- 
drupled to over 10,000 rupees ($800) a 
tonne, and the price of jute goods went 
up nearly as fast. India's bag-buyers want- 
ed an alternative, and the government 
started to grant licences to manufacturers 
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World production of jute 
Total 1985-86: 3:2 т tonnes (est) 
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Jute on the mind 





of oil-based polyethylene sacks. 

Synthetic bag manufacturers have, in 
the past two years, installed capacity to 
produce around 120,000 tonnes. Because 
their bags are lighter, that is the equiva- 
lent of 900,000 tonnes of jute sacks. They 
have taken over much of the cement, 
fertiliser and chemicals packaging in the 
country. Jute is managing to hold on to its 
foodgrains market, so far at least. 

High jute prices in 1984 helped per- 
suade producers to grow more jute and 
prices have since fallen by around 80% or 
so. But even at this rock-bottom price, 
and with heavy duties on the imported 
raw material, synthetic bags are about 
2095 cheaper than jute ones. The Jute 
Corporation ‘of India (JCI), which buys 
stocks to try to stabilise the price, is stuck 
with 250,000 tonnes of raw jute which 
nobody wants. The JC! has already run 
out of warehousing space. 

The jute industry's strongest card with 
the Indian government is its labour force: 
It claims to have 4m farmers growing jute 
(though most grow other crops as well), 
250,000 workers in the mills and the same 
number in ancillary industries. But some 
government officials are coming round to 
the view that the jute industry needs to be 
trimmed. Given the right incentives, most 
jute farmers could produce paddy, maize 
"or sorghum instead. Only a smallish area 
of land, in the south of West Bengal, is 
suitable for nothing else. There are 76 
jute mills, many of which are closed for 
months at a time, with their workers 
locked out and unpaid. Seven have closed 
permanently and others have been na- 
tionalised. Probably half of those left can 
be sustained at present levels of demand. 


Thai tantalum 
Up in smoke 


BANGKOK 


A riot on Thailand's tourist resort island 
of Phuket has put paid to the country's 
ambitions to become one of the world's 
biggest suppliers of tantalum by the end 
of this year. Tantalum is a rare, heat- 
resistant metal used for anything from 
missile warheads to nuclear reactors and 
electronic components. Thai (90%) and 
Malaysian (10%) investors were building 
a $40m plant with the help of Thai 
investment incentives and $9.8m in equity 
and loans from the World Bank's Interna- 
tional Finance Corporation (IFC). The 
plant was designed to process local tin 
slag deposits into tantalum exports worth 
some $20m a year. But on June 23rd, 
arsonists burnt it down in Thailand’s 
worst civil disturbance for a decade. 

Tantalum is traded as tantalite, the ore 
from which the metal is extracted. The 
tantalite market has been glum for five 
years because of enormous stocks built up 
in 1979 and 1980 by American processors 
fearful about shortages of strategic met- 
als. The average price of tantalite was 
$112 a Ib in 1980. Today, it sells for 
around $20 a Ib. 

The market has been waiting for the 
Americans to use up their stocks and start 
buying again. When they do, prices could 
react violently after so many years of 
sloth. The Thais, who were to make 
tantalum oxide, which is worth more than 
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the ore, were hoping to cash in on this. 
The Thai authorities and the IFC be- 
lieved that their plant’s West German 


technology provided adequate environ- 


mental safeguards. Phuket residents were 
sceptical, fearing that waste from the 
plant would damage the local tourist 
trade. The government has launched an 
investigation into the riot. An IFC team is 
heading for Phuket to examine what 
happened, what if anything is left of the 
plant, and questions of compensation. 
The plant was not insured against a civil 
affray. 


Asian petrochemicals 
Wilting plants 


SINGAPORE 


Intil a few years ago, demand for petro- 

hemicals and plastics held up much bet- 
ter in East Asian countries, with the 
exception of Japan, than in the rest of the 
world. So Singapore, eager to industra- 
lise, decided to build a vast petrochemi- 
cals complex. That is beginning to look 
like a mistake. 

Prices for plastics in the region dropped 
by more than a quarter during 1985 
(though they have since picked up slight- 
ly). They were depressed by European 
and Brazilian producers dumping in East 
Asia products they could not sell in glut- 
ted home markets. Producers also cut 
prices in anticipation of new competition 





Plastics surgery 


Instead of being smeared with messy wax 
to safeguard them in transit, new cars 
may soon be protected by a film of 
plastic sprayed on at the factory and 
simply washed off on delivery. Belland, 
a small Swiss company operating out of a 
fifteenth-century manor house in the 
canton of Solothurn, has spent 13 years 
and SFr4lm ($23m at current rates) 
developing a new plastic which is both 
durable and soluble. BMW, maker of 
swish West German cars, is sufficiently 
coger to have bought more than 
25% of the company. 

Big chemical giants like ict and Du 
Pont have spent fortunes trying to dis- 
cover new plastics. Yet, since the launch 
of polypropylene over 30 years ago, 
innovations in plastics have been small 
and few. The type of so-called "intelli- 
gent" plastics that Belland says it has 
come up with at its Swiss plant is a 
breakthrough. 

Intelligent plastics are not only water- 
proof, tough and durable like polypro- 
pylene and Pvc, but also soluble, de- 
Structible and pleasing to environ- 











Big plant for a small island; big losses, too 


from chemicals from the Middle East. 
The industry has come under further 
pressure since the EEC slapped import 
duties on styrene, another sort of petro- 
chemical, from the Middle East on May 
17th. Squeezed out of the European mar- 
ket, Middle Eastern producers have tried 
to push lots more styrene East Asia's 
way. This big increase iff supply has 
landed on a market where the demand for 
plastics and petrochemicals has been flat- 
tened by the slow growth in the region's 
economies. The Chinese, who account 
for half of the imports in the area, recent- 
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mentalists. Based on polyacrylates—the 
sort of polymers currently used in things 
like paint—intelligent plastics can dis- 
solve in several re-agents (including wa- 
ter if wanted), much as oil dissolves in 
turpentine. Unlike paint plus turps, how- 
ever, the waste product is not toxic. It 
seems to be similar to products often 
recommended for helping sandy or rocky 
soils to hold water. 

The so-far nameless new plastic can 
come in almost any form the user wants: 
foil, granules, sprayed-on film, moulded 
shapes or spaghetti-like strands. The 
dissolving re-agent can be laminated оп. 
to one side of a foil, or incorporated into 
granules or sprays. Belland claims its 
product has an almost endless range of 
uses, from the operating theatre to wrap- 
ping up young trees. Although the com- 
pany is prepared to give licences, it far 
prefers joint ventures, such as the one 
about to be announced with a British 
hospital-supply company, which could 
use intelligent plastics to make easily 
disposable bits and pieces for wards and 
operating theatres. 



































ly began cutting down on orders to help 
conserve their dwindling foreign-ex- 
change reserves. 

Two things should have been working 
in favour of Singapore's petrochemical 
complex: the fall in its oil-based feedstock 
prices, which have more than halved since 
the plant first opened; and the rising yen, 
which has made Japanese products less 
competitive. But these favourable factors 
are unlikely to prevent Singapore’s new 
complex from losing money this year for 
the third year running. 

In February 1984, the Petrochemical 
Corporation of Singapore (Pcs), 50% 
owned by the island state and 50% by the 
Japanese government and a consortium 
of Japanese companies led by Sumitomo, 
opened a big ethylene cracker. The crack- 
er takes its feedstocks from Singapore’s 
neighbouring refineries. Five other con- 
cerns, again partly-owned by Japanese or 


American groups and partly-owned by 


the Singapore government, built further 
facilities to exploit the products churned 
out by the cracker. The latest facility—to 
make MTBE, an additive for lead-free 
petrol—is due to be completed next year. 

Building petrochemicals plants is ex- 
pensive. The PC$ investment alone cost 
S$1 billion ($500m), so far without any 
return. In 1984, the PCS plant lost S$33m; 
in 1985 the figure grew to S$66m. This 
year, PCS expects to make losses again— 
though not as large as last year's. 

This is discouraging for Malaysia, Indo- 
nesia and Thailand, all with big petro- 
chemical schemes of their own. Indonesia 
and Malaysia may have already delayed 
or cancelled their plans. Thailand may 
still build its plant, but its fate depends on 
the outcome of the elections there in July. 
If the plant goes ahead, the prospect of 
Singapore's petrochemical industry ever 
coming good will be even more remote. 
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"The past year - the fifth since 
privatisation — has been a period 
of achievement and progress. Pre- 
tax profit has increased by 20 per 
cent from £245 million to £295 
million; and earnings per share 
have increased by 22 percent from 
31.7 pence per share to 38.7 pence 
per share. 

The establishment of a com- 
petitive, secure, global digital high- 
way linking the major economic 
and financial centres of the world — 
our corporate objective — is pro- 
gressing well. The global network 
being developed will meet the 
increasingly sophisticated tele- 
communications needs of multi- 
national corporationsas wellas the 
continuing demands of developing 
economies. 

Our strategic development 
nig in the Far East and the Pacific 

ve moved forward significantly. 
We have responded positively to 
the invitation to form a partnership 
with C. Itoh, a leading Japanese 
trading corporation, in a feasibility 
study for an alternative inter- 
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PRELIMINARY RESULTS 


£m 1986 


1985 





Turnover 907 





Profitbefore taxation 


295 





Attributable profit 180 





38.7p 


Earnings pershare 


31.7p 





Dividend per share 





9.5p : 


78р 


The Directors propose а че gow issue to shareholders 
on the basis of one new Ordinary Share for every one held 


national telecommunications com- 
pany in Japan. 

Support will be given by NTT(I) 
the international subsidiary of the 
Nippon Telephone and Telegraph 





Company which is the domi- 
nant operator of telecommu- 
nications in Japan. 

By 1990 ournew joint ven- 
ture with Pacific Telecom of 
the United Statesand this new 
Japanese company expects to 
be operating а trans-Pacific 
fibre optic cable (PPAC). This, 
with an extended fibre optic 
network across the United 
States and our trans-Atlantic 
fibre optic cable (PTAT), will 
enable the Group to handle 
telecommunications traffic 
securely, rapidly and econo- 
mically between the major 
business and finance centres 
of the world. 

I welcome the interest of Nynex 
in becoming an equal and active 

partner with Cable and Wireless in 
the trans-Atlantic cable, Nynex, one 
of the largest Bell Operating Com- 
panies, operates the domestic tele- 


communications services in the 
north-eastern area of the United 
States from New York City to the 
border with Canada. Such a part 
nership will provide the basis ^- 
digital linkage between the U 
States and the digital network oi 
Mercury in the United Kingdom 
the 100 percentsubsidiary of Cab 
and Wireless. 


PROFIT 
BEFORE TAXATION 


£ millions 


1985 


1984 1986 
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sion of Mercury 
sfactorily. 15 May, 
ic occasion when 
ege with the Secretary 
ade and Industry, 
he Rt Hon Paul Channon, MP of 
laugurating a competitive public 
witched network making Britain 
esecond country in the worldafter 
's to have an alter- 
network. We hope that 
nned installation oflocal 
s Mercury will be able to 
ompetitive services to an 
number of customers. 
tis with considerable satisfac- 
on thatI canrecord that more than 
Jpercentof Mercury equipmentis 
. ded from the United Kingdom. 
eregulation of the City of 
ndons financial markets, the ‘Big 
ig; has stimulated an increased 
mand fora wider range of more 
phisticated communication ser- . 
ces. Mercury is laying a fibre optic 
‘twork within the city to meet this 
mand, and also ordering a System 
digital exchange which will be 
stalled in London in the autumn. 

















In December, 1985, Her Majesty's 
Treasury successfully sold its remain- 
ing shareholding in the Company 
At the same time the Company took 
the opportunity of issuing some 56 
million additional shares. | welcome 
almost 175,000 newshareholdersas 
aresultof this share offer— which was 
the second largest equity offering in 
the world. 

Cable and Wireless achieved 
another goal by being the first British 
company to be listed on the Tokyo 

Stock Exchange on 2 April, 1986. 
This will contribute to the greater 
awareness of the Group in the Far 
East and will also contribute to 
planned future extensions of our 
activities in the vibrant economies 
of the Pacific Basin. 

Your directors continue to pursue 
vigorously other interesting and 
worthwhile opportunities which 
can only be disclosed as they reach 
fruition. Гат confident that the 
achievements of the future will not 
disappoint our new shareholders. 

On 31 March, 1986, Douglas 
Buck retired from the Court of 





ANNUAL GENERAL MEETING 
The Annual General Meeting will be 
held at the London Hilton Hotel, Park 
Lane, London W1 on Friday 25th July 
1986 at 11.30am. 


REGIONAL MEETINGS 


For shareholders unable to attend the 
Annual General peeing aseries of 
Regional Meetings will be held. 


Anaudio-visual presentation willbegiven 
of the Group's activities both through | 
Mercury Communications within the 
United Kingdom and Internationally. 


All shareholders will be welcome and 
will have the opportunity to ask 
questions concerning any aspect of the 
Group's operations which is of 
particular interest. 
dbi Remington Antes 
Thu | 18th September Manchester Hotel Piccadilly 


Frida 1th September Queen'stiotel 
Monday 8th December Edinburgh Caledonian Hotel 


` Meetings will commence at 
5.30pm except for Leeds where it will 
be at 12 noon. 





cated and professional service. 1 
also welcometo the Court two new 
directors Rod Olsen, Director, 
Far East and Gordon Owen, 





Mercury isnowa fully established 
ernational carrier, following its 
teementwith AT&T in April, 1986, 
operate an international switched 
"ione service between the 
d Kingdom and the United 
New agreements with other 
ninistrations are being negotiated. 
The Far East continues to be a 
jor contributor to Group profits. 
December, 1985, I was privileged 
open the Eastern Section of the 
langdong microwave project for 
tich Cable and Wireless provided 

піса] assistance. | 












hni 
On 14 March, 1986, lopened the 
'stern Section, thus facilitating 
'communications traffic between · 
25citiesnowlinked in the Guang- 
ag Province and with Hong Kong. 
*eritiremicrowavesystemstretches 
т 1,000km, The project to allow 
ect dialling to Hong Kong from ten 
es in the Pearl Deltaarea issub- - 
ntially complete. — 
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Directors. We wish him and his wife a 
long and happy retirement. I express 
our gratitude for his contribution to 


the Companyafter 44 years of dedi- 










A world leader in Telecommunications 


Managing Director, Mercury Com- 
munications, They are responsible 
for major sectors of the Groups acti- 
vities and we look forward to many ` 
years fsuccessful contribution from 
them. 

In conclusion, I thank my fellow 
directorsand the managersand staff _ 
throughout the world for their 
support in. maintaining and 
strengthening the pre-eminent 
position of the Group as the world’s 
leading international operator of 
telecommunication services. 


We shall continue to 
grow and 
to grow 7 
profitably.” 





Sir Eric Sha: 
Chairman and Chief Executive 





CABLE AND WIRELESS PLC, MERCURY HOUSE, THEOBALDS ROAD, LONDON WCIX BRX. 
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Creative catastrophes 


Halley’s comet missed the earth 
by 39m miles. On one of its 
previous visits, in the year 837, it 
came within 3m miles. Just sup- 
pose that next time, in 2061, it 
does not miss. The collision 
would release as much energy as 
a million nuclear explosions. The 
dust, smoke and steam thrown up 
by the impact would block out 
the sun for months; nitrogen in 
the atmosphere would burn to 
make clouds of nitric acid; fires 
would sweep through forests; as 
the sky darkened, frosts would 
ravage farmland. 

Although the odds against it 
happening on that particular visit 
are high, many scientists now 
think such collisions have punctu- 
ated the history of the earth. 
Some even think they have oc- 
curred with clockwise regularity. 
They are providing a rare glimpse 
of science in the turmoil of chang- 
ing its collective mind. 

gin, as they did, with the 
dinosaurs. The dinosaurs are 
famous for being big, stupid and 
extinct. The three are often 
linked: the dinosaurs were too 
big and too stupid to adapt to a 
changing world. That is a rather 
Darwinian way of looking at it, 
and a reassuring way. It depicts 
the mammals—including us—as 
the deserving victors in a fight to 
inherit the earth. 

Before Charles Darwin, there 
was a different way of seeing 
dinosaurs. According to Baron 
Cuvier, the great Napoleonic sci- 
entist, they represented one of 
several previous experiments in 
creation, terminated by a catas- 
trophe. But, following the publi- 
cation in 1830 of “The Principles 
of Geology" by Charles Lyell, a 
British geologist, this gave way to 
a "uniformitarian" view of the 
earth's history, which held that 
the great changes of the past had 
been brought about not by sud- 
den catastrophes, but by the ac- 
cumulation over near-limitless 
aeons of the same small effects 
that were still at work. As Lyell 
put it, “we are not authorised, in 
the infancy of our science, to 
recur to extraordinary agents." 

Catastrophism, then, was evo- 
lution's long-vanquished enemy. 
Yet the extinction of the dino- 
saurs seems to require some spe- 
cial explanation. For 160m years, 
dinosaurs ruled the earth. Small 
ones ran about after insects, huge 
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ones lumbered through swamps; 
tall ones plucked the tops of 
primitive trees; fierce ones tore 
open the bodies of gentle ones. 
Their relatives swam the sea (the 
plesiosaurs) and flew the air (the 
pterosaurs). Then, quite sudden- 
ly, they all vanished at the end of 
the Cretaceous period 65m years 
ago. 

It is a mystery that has long 
attracted the cranks. Dinosaurs 
died of constipation or strychnine 
poisoning brought on by the new- 
fangled flowering plants; they 
succumbed to slipped discs or 
flying saucers. And so on. 


Enter iridium 


Then, one day in 1977, outside 
the town of Gubbio in northern 
Italy, Dr Walter Alvarez, a geol- 
ogist from the University of Cali- 
fornia at Berkeley, stumbled on 
some intriguing evidence. He 
found a layer of clay that clearly 
marked the end of the fossil-rich 
Cretaceous limestone and the be- 
ginning of the fossil-poor Tertia- 
ry limestone that succeeded it 
(the so-called K-T boundary). 

He gave a sample of the clay to 
his father Luis, a Nobel-winning 
chemist, who found that it con- 
tained unusual amounts of iridi- 
um, à rare platinum-like metal so 
dense that on earth most of it has 
long since sunk deep within the 
earth. lridium is common in 
meteorites. 

The Alvarez pair had found a 
smoking gun: evidence of a mas- 
sive injection at the time of the 
dinosaurs' extinction of a chemi- 
cal known to be common in heav- 
enly bodies. They surmised that 
an asteroid or a comet had hit the 
earth, dealing ecological disaster. 
Circumstantial evidence that sup- 
ported them was subsequently 
provided by other scientists. The 
iridium was found at 30 times its 
normal level wherever rocks with 
the K-T boundary were exposed, 
as were: 

@ organic chemicals of a kind 
found in meteorites; 

@ tiny spheres that look like bits 
of molten meteorite; 

€ grains of quartz that had been 
subject to immense shock; 

@ soot from fires that swept the 
earth. 

Many paleontologists still insist 
that the Alvarez theory solves a 
non-problem. They believe that 


the extinction was caused by a 
cooling climate and a falling sea 
levelin the late Cretaceous era. 

The gradualists—led by Dr 
Robert Sloan from the University 
of Minnesota and Dr Leigh Van 
Valen of the University of Chica- 
go—point to a place called Hell 
Creek in Montana. The rocks 
there speak of gradual change: 
about 8m years before the end of 
the Cretaceous, 30 genera of di- 
nosaurs were living in that area. 
By the end of the period, possibly 
as few as 12 remained. But 40,000 
years into the Tertiary period, at 
least seven genera of dinosaurs 
were still present. Meanwhile, 
the diversity of mammals had 
been building up since long be- 
fore K-T. Many dispute this, argu- 
ing that the Hell Creek rocks are 
too muddled and reworked by 
ancient streams for anybody to be 
certain of dates. 

The dinosaurs, however, are 
only part of the story. At the end 
of the Cretaceous all sorts of 
plants and marine creatures dis- 
appeared as well. Up to three- 
quarters of all known forms of 
marine life became extinct in that 
period, including the ammonites. 
And here the geological evidence 
seems to support catastrophism. 

Dr David Jablonski of the Uni- 
versity of Chicago examined the 
fossil record and found that, dur- 
ing normal times, the species that 
went extinct were those with 
small geographical ranges. They 
also tended to be species whose 
larvae could not easily colonise 
new areas, At К-Т there was а 
different pattern. Larval dispers- 
al and range were irrelevant. The 
families that survived were those 
whose species—though having 
small ranges themselves—were 
far-flung across the globe. 

Dr Jablonski's pattern also 
seems to hold during other 
"mass" extinctions. For K-T was 
only one of many episodes during 
which life on earth was laid 
waste. In the biggest of all, at the 
end of the Permian period, some 
248m years ago, 96% of all the 
species in the sea died out; life 
must have held on by a whisker. 

In 1983, two scientists at the 
University of Chicago, Dr David 
Raup and Dr John Sepkoski, 
came up with an outrageous idea. 
They suggested that mass extinc- 
tions did not happen at random; 
but on a regular cycle of approxi- 
mately one every 26m years. 

Critics found plenty wrong 
with the theory. It all depends. 
they said, on the definition of a 
mass extinction and the choice of 
creatures, They also expostulated 
that the geological record was not 
good enough to allow such preci- 
sion. (This was a poor argument, 





A controversial post-mortem 


as the cycle proponents were 
quick to spot: imprecise dates 
would make any cycle less, not 
more, pronounced.) 

Dr Raup and Dr Sepkoski re- 
plied to their critics this year by 
publishing a much fuller analysis, 
in which they followed the fate of 
more than 11,000 genera of ma- 
rine animals in 2,160 families 
over the past 270m years. Eight 
episodes of mass extinction stood 
out statistically from the record 
as unusually severe (see chart). 
The intervals between the extinc- 
tions were 29m, 25m, 50m, 53m, 
26m, 27m and 27m years. That 
looks like a cycle of about 26m 
years with two peaks missing. 

Cycle hunting became a cra: 
Dr Michael Rampino and Dr 
Richard Stothers of NAsA's God- 
dard Institute in New York found 
cycles of a little over 30m years in 
sea-level changes, earthquake ac- 
tivity, mountain-building and, 
most significant of all, the dates 
at which craters appeared on the 
earth's surface. 

This plethora of cycles means 
either that a good statistician can 
find cycles anywhere if he looks 
hard enough, or that the earth is 
under an extraterrestrial influ- 
ence—nothing on earth repeats 
itself at such a long interval. Over 
to the astronomers, 

In 1984, astronomers produced 
three hypotheses to explain the 
Raup-Sepkoski cycle. All three 
hypotheses relied on the pre- 
sumed existence outside the solar 
system of a cloud of comets called 
the Oort cloud. Any perturbation 
to this cloud could dislodge com- 
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. The Amirante basin is 

miles across. A meteorite mak 
a hole 20 times its own diameter 
Halley's comet is 10 miles across 
So the thing that made the An 
rante basin—if it is a ctater—was 
as big as Halley’s comet. 2. 







- Cyclical? 
The disappearance of families of 
marine animals from the fossil record 


planets where, i 
enough of them 
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The fire next time | 
A century and а half after Cu 
-vier’s death, catastrophism is pre 
cariously living again. A poll pu 






Fossil ammionite 














and Dr Matthew Nitecki showed 
that the argument remains finel 
balanced among the proféssio 
als (see chart). Many seem only 
half convinced, believing. 
there was a catastrophe but 
believing it killed the dinosau: 
The effects of .catastrophis 
are already widespread. Evol 
tionists such as Dr Jablonksi a 
paying more attention to the ro 
of chance. After all, he and the 
author of this brief are descend 
oo dn there is now good evi- LLL from a small shrew-like creatur: 
"dence against all theories that °°? етсе whose chance came only because 
require showers of comets from common in K-T rocks; and that the time that the island of India the dinosaurs were extinguished 
те Oort cloud. Dr Frank Kyte the K-T rocks appear to have been rammed the continent of Asia. Space scientists are taking no- 
and Dr John Wasson at the Uni- laid down over something like Тһе catastrophists do not yet: tice, too. The low-lying | pat 
versity of California at Los Ange- 100,000 years. have their crater. This has not that covers the northern he 
les have been examining acoreor Ог Kyte and Dr Wasson dis- bothered them because, if the sphere of Mars is now thought: 
rock laid down on the floor of the pute these points. Volcanic iridi- asteroid landed in the sea, the be a crater left by the impact of 
Pacific over a 34m year period um would not travel all over the crater on the seabed could since gigantic object (the size of Ire 
that spans two of the supposed globe, but would be deposited have disappeared down a deep- land), America’s National Com 
catastrophes: к-т and the subse- locally; antimony and arsenic do ocean trench. About half the sea- mission. on Space has recent 
. quent one at the end of the Eo- not correlate with iridium; the floor that existed in Cretaceous recommended manned- visits. t. 
cene. The iridium anomaly is sediments were stirred up before times has already been dragged asteroids simply to inspect the 
there all right at K-T. But it із (оо they turned to rock, so blurring down the trenches and remelted. · potential instruments of global 
-small and too short-lived to be the age horizons; and the pres- In May this year, Dr Christo- destruction. 







EDA Dates of mass extinctions 


Мга explanations posited 
һе existence of bodies that orbit 
the sun on 26m-year cycles: a 
_ tenth planet or another star. 

. The companion star, called 
Nemesis, was soon earning its 
two groups of inventors televi- 
sion appearances. But it has 
~ failed to emerge from searches of 
te sky. It probably never will. 
,,,9 Star could hold. to such a 
“Stable orbit for so many cycles. 
In 
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‚ explained by a comet shower. ence of two isotopes of osmium іп pher Hartnady of the University — The most controversial тере! 
vu а particular ratio argues for ап of Cape Town announced thathe cussion of the Alvarez hypothesis 
extraterrestrial origin. suspected that the Amirante ba- іѕ now in the realm of politics. It 

Comets galore? The simplest way to settle the sin south of the Seychelles islands was Dr Luis Alvarez’s idle specu- 


The calculation goes like this: to argument would be to find a could be a crater. Circular and lation on what the consequences. 
„ensure that one big comet hits the volcano or a crater. The vulcan- deep, it lies in a part of the Indian . of his collision would be that Jed. 
earth, each 26m-year shower ists point to the “Deccan traps", Ocean that behaved oddly 65m him to the idea that nuclear war 
ould have to contain at least giant lava beds that cover huge years ago: the mid-ocean ridge would be followed by many 
зе billion comets. The shower areas of central India. They date shifted far to the north about months of frozen "winter" as - 
would last between 1m and 3m from 65m years ago and speak of then, separating the Seychelles smoke. and dust blocked out the 
years. That many extra comets immense volcanic activity about from India as it did so. sun. But that is another story. ~ 
would expose the earth to 200- 
600 times as much comet-derived 
iridium as normal—in the dust 
left in the comets’ trails—for at 







Who believes in catastrophes? 


Results of a poll of scientists in 1984 


% who think: extraterrestrial impact extraterrestrial impact по extraterrestrial no mass Sample 4d 
atK-T caused mass at K-T but other factors impactat K-T. extinction size 
extinction caused mass extinction at K-T 
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British 
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: Dartmouth College, New Hamp- 
_ shire, believe the iridium came 
from volcanoes. Their evidence is 







German 
palaeontologists 


Polish 
geoscientists 














at modern volcanoes, such as 
ie. on Hawaii, pump out iridi- 
hat, unlike meteorites, vol- 
ic dust contains much antimo- | Figures do not ada to 100 because some 
d arsenic, both of which are . sauce cesos 

















respondents do not hold any of these views and others think there was neither an impact nor a mass extinction 















i To serve further growth in trade between Asia and major — | 
countries in Europe and North America, Rabobank Nederland © 
announces the simultaneous opening of three offices in Asia, — 
-a branch office in Singapore and representative offices in Hong Kong 
"E and Jakarta. 


| Through these offices Rabobank can offer a comprehensive 
range of international banking services, especially to companies, doing ^ 
business with the Netherlands. VAT 
In Asia Rabobank is involved in agribusiness and commodity financing. 


Rabobank is an “AAA”-rated Dutch banking institution with total 
assets of U.S. $ 48 billion and ranks among the largest banks in the world. 


For more information, please write or call one of our new offices in Asia. 


Singapore Branch Hong Kong Representative Jakarta Representative: 
50 Raffles Place 30-01 2 Exchange Square 16/F The Landmark Centre 
Shell Tower 8 Connaught Place, Central 1616 Floor Suite 1605 е 
Ѕіпрароге 0104 Hong Kong Jalan Jenderal Sudirman Kav. 70 - 
Republic of Singapore Telephone: + 8525263249 Jakarta 12910 Indonesia ^ — — 

{ Telephone: + 652259896 Telex: 80556 Telephone: + 62215781271/2 . 

н Теіех: 42479 » E. Telex: 47834 


©) 


Rembrandt country is Rabobank country. —— E 
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Britain's merchant bankers stir 


their cauldrons 


Britain's merchant banks are preparing 
for a triple-witching hour of their own. 
On October 27th, London's securities 
markets will be officially deregulated and 
previously segregated banks, brokers and 
market-makers start fighting for each oth- 

's business. By choice or necessity, the 
~nks are pursuing different strategies. 
Three events this week, another to come 
on June 30th and increasing levels of 
financial disclosure are showing for the 
first time just how different. 

Morgan Grenfell, one of the top three 
merchant banks, floated 32m new shares, 
or 21% of its equity, on June 26th. 
Brokers expected the shares to go for 
close to 500p, way over the minimum 
tender price of 425p per share, which 
valued the company at £640m ($970m). 

For Morgan Grenfell, with a reputation 
for winning Britain's increasingly bloody 
takeover battles, the challenge is to ex- 
tend its strong base in corporate finance 
(which provided 32% of the group's £69m 
in pre-tax profit last year, up from 14% of 
£20m in 1981), into a full-fledged capital- 
markets operation. Morgan Grenfell has 
had to build an international equities 

siness from scratch and is behind some 

tish rivals in America and Japan. Its 
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Baden-Württemberg can convincingly 
claim to be one of West Germany's most 
go-ahead industrial states, with its array 
of electrical and electronics firms, the 
carmakers Daimler-Benz and Porsche, 
and a growing collection of high-tech 
research outfits. But it lacks a leading 
bank to grease its industrial wheels fi- 
nancially. So the state’s Christian Demo- 
cratic prime minister, Mr Lothar Spath, 
has been gung-ho for a merger of four 
public-sector banks in the south-western 
State to give it a financial institution in its 
capital, Stuttgart, that could hold its 
head up beside the big banks of Frank- 
furt, Diisseldorf and Munich. 

On June 19th, Mr Spáth's 18-month 
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A stutter in Stuttgart 


swaps business is growing, however; it is 
among the biggest fund managers, with 
£12.6 billion under management; and it 
looks as likely as anybody to do well in 
the overcrowded government securities 
market. 

Investors are betting that it will. The 
share issue will bring well over £131m 
(£100m of it for the securities business), 
and Morgan Grenfell plans to raise $200m 
on the debt markets soon. With more 
than £230m now in shareholders' funds, 
Morgan Grenfell thinks that it will have 
enough money to maintain its banking 
activity, trade in decent volumes and 
attempt the occasional bought deal. 

Hambros, by contrast, has chosen to 
cultivate retail financial services, mainly 
through the chains of estate agents it has 
bought and merged; to: make markets in 
some securities (though not gilt-edged) 
through a subsidiary jointly owned with 
other partners; and to make traditional 
banking pay better. On June 24th, the 
group announced a 59% increase in pre- 
tax profit to £43m for the year to end- 
March 1986. Its share price fell immedi- 
ately, Hambros reckons investors 
misunderstand its strategy. 

Big-bang mania overhangs the market, 


BONN 


effort fell apart just as most of the 
participants were getting ready to cele- 
brate the merger, which would have 

uced a bank with assets of DM110 
billion ($50 billion), enough to make it 
one of the ten biggest in the country. 
One of the intended participants, the 
Landesgirokasse Offentliche Bank & 
Landessparkasse of Stuttgart, pulled out 
гах the last moment. 

It said that an examination of the 
merger project had revealed “substantial 
problems". What those problems were, 
the bank was not letting on. But another 
intended partner, Badische Kommunale 
Landesbank Giro-zentrale, promptly de- 
nied that it would have been obliged to 
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Hubble bubble in the City 


says Sir Adam Ridley, Hambros’s mar- 
keting director.“People tend to apply two 
simple virility tests: are you buying 100% 
of a stockbroker, and are you planning to 
be a primary market-maker in gilts? This 
focuses on the wholesale aspect of the 
City revolution but ignores the retail 
revolution outside it.” Analysts, less 
philosophical, say that Hambros—with its 
history of disastrous shipping loans and 
more recent boardroom battles—has yet 
to prove it can make money on its dearly- 








write off hundreds of millions of D- 
marks in loans and threatened to sue any 
newspapers which misrepresented its 
position. 

The withdrawal by the Landesgiro- 
kasse showed that, in West Germany, 
politicians of the same party can stand on 
opposite sides of the financial fence. The 
mayor of Stuttgart, Mr Manfred Rom- 
mel, is a leading figure on the superviso- 
ry board of the Landesgirokasse. Like 
Mr Späth, he is a Christian Democrat. 
Mr Rommel is also a strong advocate of 
building up Baden-Württemberg's finan- 
cial muscle. But relations between Stutt- 
gart and the surrounding state are not 
always smooth and this latest upset 
means that Daimler and other big south- 
western groups will have to go on look- 
ing to Frankfurt for their finance and 
banking help. 
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bought estate agents. A raft of shares 
issued to buy out most of the founding 
family is depressing prices, too. 

The sharp rise then fall in Brown Ship- ' 
ley's share price on June 25th—when it 
was disclosed that Kredietbank Luxem- 
bourgeoise (KBL), a star of the Eurobond 
. market, had bought 21% of the equity of 
e merchant bank for 750p from Groupe 
Bruxelles Lambert and Henry Ansbacher 
Holdings—looks flukier. The deal gives 
KBL a foothold in London's capital mar- 
kets and Brown Shipley a crack at KBL’s 
uromarket expertise, but promises no 
big new City contender. 

- The most interesting news, after Mor- 
Grenfell's, will come on June 30th, 










< Wall Street takes 4pm on the third 
Friday of March, June, September and 
| December deadly seriously. That is 
| when three different kinds of financial 
© contract expire: futures, options on in- 
dexes, and options on stocks. The triple- 
witching hour throws the New York 
Stock Exchange and the Chicago Mer- 
cantile Exchange into turmoil. Closing 
the contracts can mean massive trades in 
common-or-garden shares as well as the 
futures and options based upon them. 
- Friday, June 20th, came and went 
without mishap. But it showed how the 
shares that are traded in New York and, 
in particular, the stock-index futures that 
are traded in Chicago can affect each 
other. During the course of the day, a 
fairly unspectacular 149m shares were 
. traded; but 41m of them were traded on 
the dot of four o'clock. Stock-exchange 
officials were on hand, fearing that an 
excess of sellers over buyers might drive 
the market down sharply. But. buyers 
. outnumbered sellers, so the Dow Jones 
industrial average rose by 24 points. 
Why do expiries in the futures and 
options markets cause such a splurge of 
buying and selling? Increasingly, the 
answer is computer-directed arbitrage 
between stocks and stock-index fu- 
tures—otherwise known as programme 
trading or basket trading. Trading in 
futures, especially stock-index futures, is 
a growing sport (see chart). 
“To see how. it works, take the Stan- 
dard & Poor's 500 index, which mea- 
sures changes in the prices of 500 size- 
able. stocks. Many big investors hold 
portfolios of shares which mirror the 
index; that way they never suffer the 
embarrassment of doing worse. The Chi- 
cago Mercantile Exchange trades a fu- 
tures contract.based on the index. If 


ambitious of the merchant-bank groups, 
built around S. G. Warburg and three 
blue-chip stockbrokers and jobbers—is to 
publish its annual results. Brokers guess 
that Mercury will announce some £55m in 
after-tax profit, on the old half-hidden 
basis. Morgan Grenfell, of necessity, 
broke with tradition in its prospectus to 
reveal something approximating its. true 
profitability and reserves. Will Mercury 
strip too, in order to look more big bang 
than wimpish? If it does, after-tax profit 
could top £70m, reckons Mr John Tyce of 
Laing & Cruickshank, a stockbroking 
firm. That would put Mercury top of the 
merchant banking heap—for now. 


time as a hectic and 
rent kinds of financial 


somebody buys that future, he makes a 
small down payment and promises to pay 
a fixed amount later; in return, he gets 
an uncertain amount of cash, based on 
the value of the index. In effect, he is 
purchasing the s&P 500 basket of shares 
for delivery at a future date. 

What matters for a profit-seeking 
computer is the difference between the 
price of the futures contract and the 
price of the underlying shares. Futures 
usually trade at a premium over the 
underlying shares; buying them. means 
losing the dividends that the shares 
would have paid out during the holding 
period, but this is outweighed, as a rule, 
by the fact that the futures buyer hangs 
on to cash that he can invest elsewhere 
while waiting for expiration. The com- 
puter continuously monitors the “right” 
mark-up for the future over the basket of 
shares, taking into account short-term 
interest rates (a measure of the safe 
return available on ready cash) and the 
dividends yields on all the shares. 

When the mark-up is higher than this, 


Futures trading in the United States 


1985 by commodity group. * 
Financial instruments 34-7 


Agricultural 
- commodities 24-8 


1970 73 75 
Source: Futures industry Association 


when Mercury International—the most - 


.rules and regulators, even though, 








Playing zaiteku in 
the City | 


The Euromarkets have already drawn 
Japan's banks and securities houses to 
London. Now the country's companies 
are afriving—for the zaiteku. 

Zaiteku means financial engineering. 
Typically, a company like the Sumitomo 
trading house uses its good name to 
borrow cheaply and invests the proceeds 
ata higher rate, taking a profit. The soon- 
to-be-privatised Nippon Telegraph and 






Bewildered, bewitched but not bothered | 


`: Four times a year, brokers іп New York and Chicago endure what they сай 
|. the triple-witching hour—not so much a sca 

|. revealing one. It points to new links between d 
markets—and to gaps in the way those markets are regulated 


the computer issues automated instruc- 
tions to sell futures and buy the underly- 
ing shares. If nothing else is done before 
expiry (when the prices of futures and 
the underlying shares must always coin- 
cide) the computer has locked in an 
index-beating return. When the mark-up 
is low, the computer sells shares and | 
buys futures. This, too, barring further 

transactions, is sure to beat the index, 

Things get more complicated when . 
other indexes (such as ће 1,700-share 
Value Line index) come into play—not 
to mention options on the indexes and ' 
options on the underlying shares. With- 
all these programme trades in action, 
expiration day sees many computers and 
other investors with open positions—ie, 
they. must buy or sell shares in order to 
honour their futures and options con- 
tracts. Hence the splurge... 

Is it a bad thing? Not necessarily. The ` 
simplest kind of basket trading, as in the - 
example above, helps markets to do: 
their job, by ensuring that futures and 4 
shares do not get out of line: The real 
anomaly is that the stocks, futures and 
options traders work under different 




























thanks to the computer, they are now in | | 
one big bewitching market. ue 


Standard & Poor's 500 index 
contracts traded 
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Telephone (NTT) is the latest to commit 
itself to this game, which probably now 
involves investments by Japanese compa- 
nies totalling nearly $10 billion. The fig- 
ure is growing rapidly. 

Japanese companies already practice 
zaiteku in Tokyo. But some reckon Lon- 
don is a more fertile environment, thanks 
to the City’s broader range of investment 
vehicles and financial expertise and its 
slacker regulation. The trading corpora- 
tions have been keenest to embrace the 
Euromarket; it offers them a new source 
of profits when their traditional business- 
es are performing less well. And they feel 
comfortable with the quasi-banking busi- 
ness of zaiteku, since they are used to 
trading commodities and financing trade. 

Many Japanese manufacturers feel less 
comfortable with the idea of borrowing to 
invest in securities rather than in their 
main business. Some with European fi- 

ancial subsidiaries, such as Toshiba, use 

1em mostly to raise funds and manage 
foreign-exchange exposure, rather than 
to invest. But some industrial groups, 
such as NYK, a shipping company, and 
Kawasaki Steel, today engage in zaiteku 
as combatively as the trading companies. 

The most sophisticated zaiteku opera- 
tion in London is Mitsubishi Corporation 
Finance. Since it started in 1985, it has 
built up an investment portfolio of more 
than $1 billion. Mitsubishi buys fixed-rate 
Eurobonds, floating-rate notes (FRNs), 
Treasury bonds, warrants for equities and 
bonds convertible into equity. It trades 
this portfolio actively. Mitsubishi funds 
these assets through bank borrowings, 
the sale of Euro-commercial paper and 
Eurobond issues which are swapped into 
floating-rate money. Thanks to the AAA 
rating of its trading-house parent, Mitsu- 
bishi Corporation Finance is often able to 

-raise money at several tenths of a percent 
eaper than the income from its invest- 
nts. It has come to London not only 

for the profits—last year it made more 
than $20m pre-tax—but to familiarise its 
staff with the Euromarkets. 

Japanese corporations eager to learn 
about the London markets are a boon to 
local banks, such as Kleinwort Benson. 
Kleinwort has a sizeable business helping 
zaiteku units manage their assets and 
liabilities. One of its most popular ser- 
vices is asset packaging. It spots a fixed- 
rate bond that is trading out of line with 
comparable issues. Then Kleinwort buys 
the bonds but swaps the coupon for the 
floating-rate income of somebody else's 
assets. Thus, in effect, fixed-rate bonds 
are turned into "synthetic FRNs". These 
are then sold to a Japanese corporation 
which, thanks to Kleinwort having spot- 
ted the arbitrage opportunity, obtains a 
higher yield than on a conventional FRN. 
The Japanese are now learning to spot 
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such wrinkles themselves. 

Some zaiteku units are already compet- 
ing against banks and securities houses in 
the Euromarket. They underwrite note 
issuance facilities and Eurobonds, and a 
few trade as actively for their own ac- 
count as the banks. But they do not take 
deposits from the public and they do not 
trade on behalf of clients. 

Some of the Japanese securities houses 
fear that the trading companies plan 
eventually to rival them in the capital 
markets. Now that Orient Leasing and 
Seibu Saison, a stores group, have bought 
small securities houses, what is to stop, 
say, C. Itoh following suit? The trading 
companies may be using zaiteku in Lon- 
don to test the water. 


Charles Knapp 
Take five 


NEW YORK 


Mr Charles Knapp, a Los Angeles busi- 
nessman who is offering $900m for the 
hotels owned by Britain's Grand Metro- 
politan, has a knack for spotting opportu- 
nities in fast-changing financial markets. 
"Knapp's knack” relies on five rules for 
the modern financier: 

€ Bid early and bid often, whatever your 
chances. Credibility is like credit: the 
more you ask for, the more you get. Since 
Mr Knapp's Trafalgar Holdings was 
formed in late 1984, it has tilted at several 
companies, most recently Grand Metro- 
politan and Japan's Minebea. Trafalgar 
has yet to pull off a big deal of its own, 
though it has backed hostile bids by Mr 
Carl Icahn and Mr T. Boone Pickens. Yet 
Trafalgar's reputation is growing. Mr 
Robert Holmes à Court, an Australian 
financier, has twigged the same principle, 
too. His stature increases with each ap- 
parently futile bid he makes for BHP, 
Australia's biggest company. 

€ Take bigger risks than rivals. Mr 
Knapp built Financial Corporation of 
America (FCA) into the biggest savings 
and loan company in the United States by 
betting on shifts in interest rates and on a 
huge increase in loans. He lost the bet, 
and worried bank regulators ejected him 
in 1984. His successor at FCA is still trying 
to clear up the mess, which includes 
several hundred law suits. 

€ Hold out the hope of high returns. 
Investors, tempted by big profits on take- 
overs, buyouts and market raids, are 
ready to punt heavily on risk-takers like 
Mr Knapp. Trafalgar says it has raised 
money on commitments worth more than 
$1.3 billion since late 1984 to use as equity 
in its deals. Trafalgar's participation in 
several deals has left no doubt that Mr 
Knapp has powerful backers. 





Charlie is their darling 


€ Borrow as much as you can. One of Mr 
Knapp's executives describes the compa- 
ny's $1.3 billion as “the first rung on the 
leverage ladder", and estimates that Tra- 
falgar could use it to finance deals worth 
at least $4 billion. 

€ Go international. Mr Knapp's attempt 
to buy Minebea—with the help of a 
dealer in Japanese warrants in London— 
was the first hostile bid by western inter- 
ests for a Japanese firm (Hongkong finan- 
ciers have tried and failed before). Trafal- 
gar is now toying with British shares. “We 
look at the world", says Mr Donald 
Reynolds, the company's executive vice- 
president, “‘as the playground for the 
investment of capital." 


Dixons/Woolworth Holdings 
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Back the man or 
back the plan? 


The outcome of the £1.8 billion ($2.7 
billion) bid for Britain's Woolworth 
Holdings by Dixons, one of the country's 
snappiest and sparkiest though much 
smaller high-street chains, will probably 
look in the end a lot less close than it has 
been run. Dixons' Mr Stanley Kalms and 
Woolworth's Mr Geoffrey Mulcahy have 
had relatively few people to convince 
about the merits of their opposing cases. 
Nearly 40% of Woolworth's equity is held 
by five institutional investors. A further 
30% is in the hands of another 26. Of the 
rest, Dixons now has 3-4%. Less than 5% 
isin the hands of small investors. Although 
both camps are lobbying furiously, none of 
the shareholders want to reveal his choice 
until the bid closes on July 2nd. 

Score one for Woolworth’s spirited 
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defence. The argument over which side is 
the retailer with flair should have been 
won easily by Mr Kalms. His photograph- 
ic and electrical-goods group is one of the 
high-street success stories of the past ten 
years. Dixons has raised its pre-tax profit 
from £5.2m on turnover of £69.4m in 1976 
to a forecast £78. 1m on sales of £943m for 
the year to April 1986. 

By contrast, Mr Mulcahy has-had to do 
what he could with the ragbag of stores 
that American Woolworth unloaded 
when it sold its British subsidiary in 1982. 
Sensible financial and management 
spadework has increased the group's pre- 
tax profit from £6.1m on sales of £1.1 
billion in 1982 (when it was still F. W. 
Woolworth) to £81.3m (of which the B&Q 
DIY chain contributed £34.2m) on sales of 
£1.8 billion in its latest full year. A three- 
year revitalisation programme has been 
started for Woolworth stores, called Fo- 
cus, which boils down to concentrating on 
six groups of products in which the one 
time variety store is a market leader. 

The aim is to get young mums into the 
stores and spending. Some 10m British 
shoppers a week go into a Woolworth 
store but they each spend barely £2. That 
is a widow's mite by the industry's stan- 
dard. It is reflected in Woolies' scores on 
other measures, such as sales and profit 
per foot of selling space. Woolies earns 
nearly £10 from sales of around £130 a 





Mulcahy and Kalms:hard selling their cases 


square foot. Dixons makes nearer £65 
from sales of over £600 a square foot— 
but treat this comparison with care. 
Dixons sells big ticket, high margin 
items. Woolies would only need to double 
its profit per square foot to bring it in line 
with comparable high-street chains such 
as Boots or W. H. Smith. Focus ought to 
be able to manage that: it is starting from 
an appallingly low base. Nobody can be 
sure that better numbers would be at- 
tained by Mr Kalms's “Operation Ram- 
rod" plan for Woolworth, which involves 
barrelling his Dixons and Curry's stores 
into lots of Woolworth sites and then 
selling alongside a number of (largely 
unspecified) complementary consumer 
durables. With the bid looking finely 
priced, those backing Mr Kalms's offer 
are taking a punt-on his flair—and on 
convincing themselves that it will not be 
dulled by the quantum leap into the 
customers and space he would get. 


Censored balloons 


Britain's Takeover Panel has made even 
blimps boring. Woolworth Holdings, the 
retail group being bid for by Dixons, 
thought of putting phrases like “Say no 
to Dixons" on the side of a blimp. The 
* Panel would have none of that. The 
Woolworth blimp that has drifted over 
London this week was a less than fasci- 
nating read: logo plus "there's more to 
Woolworth than meets the eye." 

The panel's decision to ban knocking 
ads in takeovers has dampened the spirit 
of the advertising agencies which had a 
joyful time slugging it out on behalf of 
such companies as Imperial Group, 
United Biscuit, Hanson Trust, Guin- 
ness, Argyll and Distillers earlier this 
year. It has also saddened Fleet Street's 
advertising directors. They were effort- 
lessly booking full-page bid and defence 
ads worth several millions of pounds a 
week. Admen say angrily that censorship 
is no business of the Takeover Panel— 
and that there is already an honesty, 
decency and truth umpire in the Adver- 
tising Standards Authority. 

The ban has not killed takeover ads 
altogether. Allied-Lyons (which is being 
stalked by Elders iXL) and Standard 
Chartered (the quarry of Lloyds Bank) 
have managed to sneak innocuous image 
advertisements into the newspapers. The 





Takeover Panel has not allowed Wool- 
worth to go even this far, but the compa- 
ny has thought up some other good 
ideas. The blimp, costing less for a week 
than one full-page advertisement in a 
newspaper, is one. Posters beside the 
main road and rail routes into London 
that are changed daily is another. And 
keeping costs down on television com- 
mercials by advertising only in the Lon- 
don and Edinburgh areas (where nearly 
all the fund managers live) is a third. 

Television is picking up corporate ad- 
vertising, helped by the newspaper ban. 
It is now the fashion to run TV commer- 
cials before a flotation on the stockmar- 
ket: British Gas and Thames Television 
are two current examples. The newspa- 
pers do not like that. 








industrial investment taxes 


Keeping Japan free 
of tulips 


If tax breaks were all that mattered, 
Holland would be full of industrial robots 
and Japan covered in tulips. In Holland, 
the tax treatment of industrial investment 
is so charitable that companies end up 
being paid by the government to buy new 
machinery. That may be one reason by 
Dutch industry is so capital-intensive, and 
why Holland has 14.6% unemployment. 

Ernst & Whinney, a firm of accoun- 
tants, reckons that, after depreciation 
allowances, corporation tax and such 
variables as inflation, investors in Hol- 
land effectively make a return (ie, get a 
tax break) of 2.1% on any investment. By 
the same equation, a company investin 
capital in America would end up payin, 
only 2% of the cost of the investment in 
tax. In Japan, by contrast, any investor 
would pay out 10.6% of the investment in 
tax, and in West Germany 10.5%. 

Holland and America may not have 
such subsidies for long. Changes are 
planned, or are under consideration, that 
will reduce the benefits to investors in 
Holland and America and increase them 
in Japan and West Germany. 

The rest of the world may not think 
that Japanese companies need help in 
competing internationally—but Japan’s 
Ministry of Finance thinks that the dearer 
yen may make it necessary to boost 
investment at home. It plans to rewrite 
Japan’s 20-year-old depreciation policy. 
From 1988, the assumed life of machinery 
for tax-write-off purposes will be short- 
ened by 10-20%: the quicker a machine 
can be written off against tax the bette- 
because of the adverse effects of inflatior 
Companies will also be able to write o.. 
the full cost of the purchase; at present 
they can write off only 95%, on the 
assumption that machines have a 5% 
scrap value. 

West German companies reckon the 
high rate of corporation tax (56%) leaves 
them little cash to reinvest. This has not 
stopped them increasing investment in 
plant and machinery by 30% in real terms 
between 1983, when it was 8.2% of GDP, 
and 1986. But the government is talking 
of reducing corporation tax to 46%. 

Dutch companies have had little to 
grouse about until now. In 1978, depreci- 
ation allowances were replaced with gen- 
erous investment subsidies of between 
124% and 25% of the cost of the invest- 
ment; last year, firms were paid more 
than 5 billion guilders ($1.5 billion) 
through this scheme. But from May Ist, 
as part of a government austerity drive, 
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only profitable companies (ie, those that 
should not need them) have been eligible 
for subsidies. 

Changes are also underway in Ameri- 
ca. Plans to overhaul the tax system will 
make companies pay for reductions in 
personal tax by—probably—removing 
the investment tax credit, which generally 
runs at 10%; lengthening depreciation 
periods; and instituting an “alternative 
minimum tax”. This is designed to stop 
companies using tax allowances, such as 
depreciation, to avoid paying any tax. A 
proposed reduction in corporation tax 
from 46% to 36% will not fully compen- 
sate companies for these changes. 


Asian funds 
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In Britain, companies are also being 
made to pay for their high profits. 
Changes have been effected that have 
reduced corporation tax from 50% in 
1983 to 3596, but these same changes 
lengthened the period over which compa- 
nies can write off their investments 
against tax. The Ernst & Whinney study 
suggests this is bad news for British manu- 
facturers: in 1982, the effective rate of tax 
paid on investment in Britain was 4.5%; 
in 1986, it is 8.5%. A study by Bath 
University reckons that by 1991 invest- 
ment in Britain will be running at around 
4% less than it would have done had the 
changes not been made. 


Investment in promise 


For investors who made money by getting 
early into Japanese equities in the 1960s 
(and those who missed out) the prospect 
of similar gains from Japan's Asian neigh- 
bours—China, South Korea and Tai- 
wan—seems tantalising. Snag: there are 
few ways to invest in these countries. The 
stockmarkets in Seoul and Taipei are 
mostly closed affairs while China has no 
stockmarkets at all. 

Investment funds are the increasingly 
popular alternative. The veteran of these, 
the Taiwan Fund managed from Taipei by 
International Investment Trust, is barely 
three years old. It has so far issued $81m 
worth of units. Under government rules 
these must be kept for at least one year. 
But, as with other Taiwan funds, a mar- 
ket has grown up in tradeable depositary 
receipts on bundles of 1,000 units, cur- 
rently selling for $15,000 a bundle. 

The Taiwan Fund has run into some 
problems. It has brought a large chunk of 
equity to an immature stockmarket with a 
market capitalisation of only $11.7 billion 
(less than half the size of Hongkong's) 
and an average trading volume of $42m a 
day. Information on companies is scant, 
partly because commissions are too low 


for brokers to afford analysts, partly . 


because the standard of accounting is low, 
though this may improve now the interna- 
tional accountancy firms have been al- 
lowed in. The fund only ranked 50 of the 
125 listed companies as serious buys. 

The fund's first manager, Mr Robin 
Hall (recently succeeded by Mr Mark 
Mobius from Vickers da Costa), invested 
slowly at first, starting with electronics, 
paper and plastic stocks. Today, 95% of 
the fund is spread across the Taiwanese 
economy: 6% is in cement stocks; 7% in 
food; 25% in plastics; 12% in textiles; 
23% in electronics; 3% in chemicals; 4% 
in glass; 10% in paper and 5% in con- 


HONGKONG 


struction stocks. Mr Mobius says that 
bank stocks, which make up about 20% 
of the index, are difficult to buy; and that 
the index is imbalanced with a 2776 
weighting in textile companies and not 
enough in the new electronics stocks. 

For the moment, the Taiwanese Securi- 
ties and Exchange Commission is not 
letting the Taiwan Fund issue more units. 
It has instead approved three new funds. 
One, the Kwang Hua Securities Invest- 
ment and Trust's Formosa Fund, started 
on March 13th; its foreign partners are 
Interallianz Bank Zurich, Hoare Govett 
and Montagu Investment and Manage- 
ment, which together have 30% of the 
fund. Another, the National Investment 
Trust of Taipei's Fund, was formed on 
May 22nd; Prudential Bache Securities, 
GT Management and Bankers Trust of 
Australia each hold a 23% share. Both 
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these funds have issued units totalling 
$25m. From the middle of March to the 
end of May, while the Taipei stockmarket 
index fell by 0.8%, the Formosa Fund 
gained 5.4%. / 

The third new fund, China Develop- 
ment (Taiwan calls itself the Republic of 
China), had intended that its foreign 
partners be Merrill Lynch, Fidelity Inter- 
national and Bangkok Bank. This was 
delayed while Merrill Lynch pulled out in 
the (mistaken) belief that the Taiwanese 
government was going to allow direct 
investment in the local stockmarket. Mer- 
rill Lynch is back, and the fund will be 
launched in September. 

Investment in Taiwan is still low, but is 
growing. Funds investing in the Chinese 
mainland have only just begun to get 
going. Most investors keen to make prof- 
its from China’s trade and manufacturing 
modernisation prefer to place their mon- 
ey in Hongkong. The first real Chi 
fund, Barings International’s China a 
Eastern Investment, was launched in No- 
vember 1985. Dollar-denominated, Lon- 
don-listed and Hongkong-domiciled, the 
fund has assets of $17m. It aims to invest 
20% of this money directly in China 
during 1987, with the rest placed in Chi- 
na-related equities, mostly listed in 
Hongkong and Tokyo. 

Thornton’s Hongkong and China Gate- 
way fund was launched almost a year ago. 
It now has assets of $7m, invested heavily 
in Hongkong (80%) and Japanese (13%) 
bluechips. The rest is in overseas compa- 
nies with substantial contracts in China, 
like Cable and Wireless. This seems to be 
stretching the definition of a China fund. 
Perhaps it is time for a “1997 Faith Fund” 
that only invests in companies committed 
to a listing in Hongkong after China 
resumes sovereignty that year? 
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Announcing the 1986 Ballantine's 
International PhotographyAward 


Оһ again, Ballantine's is pleased to announce the annual photography 
award to find the best portrayal of today's “Good Life". 


The success of this event grows year after year. In 1985 more photographers 
than ever participated and we received entries from all over the world. The 
standard of photography was very high making the choice of winner most 
difficult for our international jury. 


We invite you now to participate in the 1986 Ballantine's International Photo- 
graphy Award by sending us your own photographic interpretation of the 
“Good Life’. 


All photographs will again be reviewed and evaluated by an international jury 
of experts. The overall winner will receive 2 round-the-world air tickets plus 
all expenses (together worth £ 5,000 sterling). 


The jury will select ten runners-up who will each receive a £500 prize and 
Certificates of Excellence will be awarded to participants demonstrating 


outstanding photographic talent. 


Regulations: 
1. Participants should submit unretouched colour 


prints only. Prints may be of any size. Transparencies 
are not eligible. 

2. Participants may submit up to 3 prints 

3, The full name and address of the participant must 
appear on the back of each print, typed or written in 
capital letters 

4. All submissions should be sent to: Ballantine's 
International Photography Award, 89 Parkside, 
Wimbledon. London SWI9 SLR. England by 15th 
October 1986. No responsibility is assumed for 
damaged, lost, misdirected or late mail 

5. All submissions will be retained by George 
Ballantine & Son and cannot be returned 

6. The copyright of the photograph will remain with 
the photographer, but George Ballantine & Son 
retains the right to reproduce entries in connection 
with promotional activities. All negatives will be 
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made available to George Ballantine & Son if 
requested. No entries will be used for any Ballantine's 
consumer advertising 

7. The jury s decision will be final and no correspon- 
dence will be entered into oncethe awards have been 
announced 

8. Each prize-winner must certify that the photo- 
graph was taken by himself, that he has full rights to 
the photograph and that it has won no previous 
award or competition 

9. Employees of George Ballantine & Son, their 
distributors, advertising and P.R. agencies are not 
eligible to enter 

10. Entry forms are available from the above address 
but are not compulsory for participation 

11. A list of prize-winners will be available as of 
30th November 1986, by writing to Ballantine's 
International Photography Award, 89 Parkside 
Wimbledon, London, SW19 5LR England 


© George Ballantine & Son Limited 








Computers on campus 


PITTSBURGH, PENNSYLVANIA AND CAMBRIDGE, MASSACHUSETTS 


Several years ago, two of America’s most 
technically sophisticated universities— 
the Carnegie-Mellon University (CMU) in 
Pittsburgh and the Massachusetts Insti- 
tute of Technology (MIT) in Cambridge— 
t out to saturate their campuses with 
NEN power to see what would hap- 

n. The outcome of their experiment 
could revolutionise higher education. It 
could also create new products that will 
change the face of competition in comput- 
er markets. 

Carnegie-Mellon's project, which start- 
ed in 1982, is the more ambitious. The 
university believes that computers should 
become a natural part of the way people 
work. CMU has about 7,000 students, 
teachers and administrators. In time, it 
wants to have a personal computer for 
everybody on the campus. 

By the end of next year, new students 
arriving at CMU will be expected to buy 
their own computers when they start their 
courses, and to take the machines with 
them into the workplace when they grad- 
uate. Not just any computer will do: the 
powerful machines CMU has in mind to- 
day cost $8,000-12,000. But the university 
is confident that it can bring the price 

wn to $3,000 or so by the time it asks 

udents to shell out. To help do so, it has 
enlisted a powerful ally: IBM. 

Under a contract signed with the uni- 
versity in 1982, ІВМ has paid for the 
creation of an Information Technology 


Centre, where about ten researchers from - 


IBM and 25 from the university have 
developed a bundle of software tech- 
niques known collectively as “Andrew” 
(after robber barons Carnegie and Mel- 
lon). In return for its $35m investment in 
the centre, IBM gets a toehold in universi- 
ty computing—a market previously domi- 
nated by the Digital Equipment Corpora- 
tion. It also gets to own Andrew. 
Andrew could be a big prize. With 
personal computers now popping up on 
desktops everywhere, nearly everybody is 
looking for easy-to-use ways of allowing 
their computers to share programs and 
data across electronic links. A network 
easy enough for arts students to use—but 
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constantly being scrutinised and im- 
proved by computer science wizards— 
could be popular with business. 

CMU is now doing much of the work of 
creating such a network. The first task it 
has set itself is defining the kind of 
hardware it wants. The university's ideal 
machine would have a screen of at least 
10 inches by 12 inches, which could be 
broken up into several *windows"—each 
containing a different program. To do 
that, this computer will need more than 
Im bytes of memory, a screen with a 
resolution of at least 750,000 “pixels” and 
the ability to execute at least 1m instruc- 
tions a second. IBM's standard PC, by 
contrast, performs around half a million 
instructions a second, holds no more than 
640,000 bytes of memory, and has a 
screen with only 128,000 pixels. 

In January, however, IBM unveiled a 
new computer, the RT PC, designed to 
meet the university's specifications. More 
than 20 of the new computers have been 
installed in a "public cluster" at CMU, 
although they cost more than $10,000 
each—well above the university's target 
price. By the autumn, CMU will have 120 
workstations installed in public clusters, 
and another 500 in different departments. 
. The second stage of the university's 
effort has been to link its computers into a 
working system. The idea is that a student 
should need to know as little as possible 
about the working of the network in order 
to use the system. If, say, he should want 
to send electronic homework to a teacher, 
the system software should take care of 
the jobs of finding the computer which 
holds the teacher's electronic mail box, 
setting up a communications link to it, 
ensuring safe delivery, and notifying the 
teacher that the work has arrived. 

The software which will do this job at 
CMU is based on AT&T's Unix operating 
system. Unix makes easy the sort of 
communications the university wants, 
and it runs on a wide variety of comput- 
ers. CMU hopes to use Andrew's clout to 
make it an educational standard, so that 
computer programs used in higher educa- 


tion become as portable as books be-. 


Keyboard wizards 
tween institutions. Carnegie-Mellon has 
already licensed Andrew to 30 other 
universities. 

The third strand of the Andrew project 
is educational software. Once the techni- 
cal development of Andrew is finished— 
in about 18 months' time—the university 
thinks the big increase in computing re- 
sources on campus will stimulate the 
production of new educational software. 
The pace of this activity has been left 
largely for the academic staff to decide, 
but the university helps; a Centre for the 
Design of Educational Computing offers 
programming expertise to lecturers. 

Instead of leaving educational software 
to last, MIT's computer project, Athena, 
is putting the accent on creating programs 
that will help teach students. Half of the 
$20m MIT has allocated for the project 
goes into assistance for academic staff 
who submit ideas for new programs. 
More than 90 such projects are being 
supported already; 40 or 50 ideas have 
been turned down. 

As Andrew does at CMU, Athena links 
MIT with the computer industry. MIT has 
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two partners, IBM and Digital Equipment 
Corporation, but their help comes with- 
out conditions: the computer makers will 
not own any of the ideas that come out of 
the project. Athena's aims are also more 
modest than Andrew’s. MIT has put less 
effort into the development of systems 
software, and does not expect to provide 
each of its students with a workstation. If 
all goes to plan, the 9,000 people on 
campus at MIT will have 1,500 Athena 
workstations at their disposal by 1988. 

The architects of Athena and Andrew 
think it will be many years before the 
benefits of intensive computing are felt 
throughout the curriculum. But early re- 
sults suggest that change, when it comes, 
will be far-reaching. At MIT, for example, 
students are using computers to simulate 
experiments, or to subject experimental 
results to closer scrutiny. At CMU, com- 
puters are even being used as intelligent 
accompanists for music students, and as 
critics of students' writing skills. 


Pollution 


Taking the air in 
Antarctica 





For years, scientists have dismally pre- 
dicted that an ecological mess will be 
created by pollutants from aerosol sprays. 
They fear that the chemicals which propel 
insect-killers or hair sprays from cans may 
destroy the ozone in the atmosphere 
which repels ultraviolet radiation from 
the sun. Research now confirms that 


ozone is, indeed, being destroyed, but so 
far Antarctica seems to be the only conti- 
nent that is suffering. 

In most parts of the world, horizontal 
winds tend to keep the chemicals in the 
air well mixed. Each winter, however, the 
air over the north and south poles gets 
caught in a gigantic, freezing vortex. In 
the Arctic, the vortex is penetrated by air 
currents coming from hotter, sunlit conti- 
nents, but in the southern hemisphere the 
comparative lack of land means that the 
Antarctic vortex is left undisturbed. This 
makes the atmosphere over the south 
pole particularly susceptible to chemical 
disturbance, since it is not until the Ant- 
arctic summer arrives that stratospheric 
air from lower latitudes penetrates to 
disrupt the circulation. 

Every September, as the amount of 
sunshine begins to increase in those parts, 
the Antarctic stratosphere rapidly loses 
up to 40% of its ozone (the rate of 
depletion seems to be on the increase). 
Although the ozone—replenished by 
winds from warmer latitudes—gradually 
recovers to normal levels by the onset of 
autumn in November, this decrease pro- 
vides the first reliable evidence that 
chemicals called  chlorofluorocarbons 
(CFCs) from aerosol sprays are causing 
damage to the environment. 

The mystery scientists are now trying to 
solve is how CFCs do their dirty work. The 
answer seems to be more complicated 
than researchers first thought. In a paper 
recently published in Nature, Dr Susan 
Solomon and colleagues from Colorado 
and California note that the unaided 
reaction of gases on their own do not have 













matic changes i 
conventional che 
in ozone levels only 
size observed in Antar 
mon reckons that icy cl 
during the polar winter boost the CFCs 
ability to destroy ozone. 

The job of destroying ozone seems tomy 
be done by reactions involving chlorine 
atoms and an unusual compound consist- 
ing of a chlorine atom and an oxygen 
atom. Either of these can react catalyt- 
ically with ozone, converting it to oxygen 
while remaining unchanged themselves. 
The more of these catalysts there are, the 
more readily ozone will be destroyed. 

In most parts of the atmosphere, the 
catalysts react with nitrogen oxides to 
form relatively inert compounds which 
leave the ozone alone. But Dr Solomon 
suggests that Antarctica's icy clouds һе! 
break up the inert compounds to re-foi 
the catalysts. The nitrogen oxides them- 
selves form nitric acid during this pro- 
cess—which further hinders the destruc- 
tion of catalysts. Only when the sun gets 
well above the horizon do the clouds 
evaporate; the sunlight disrupts the nitric 
acid molecules, leaving the nitrogen ox- 
ides free to combine with the catalysts, 
and the ozone level begins to recover. 

Dr Michael McElroy and his colleagues 
at Harvard University predict that bro- 
mine—a product of fumigants and fire 
extinguishers—could further improve the 
catalysts’ ozone-destroying work. Other 
airborne chemicals may also play a part. 
Particularly large decreases in ozone 
seem to have occurred in 1983 and 1984, 
when chemicals spewed out by the erup- 
tion of the El Chichón volcano were 
detected in the polar stratosphere. 

But much work remains to be done 
before scientists can claim full unde 
standing of the destruction of ozone 
Antarctica—and so form a reliable opin- 
ion on how serious the threat could be- 
come elsewhere. Hence the sudden rush 
by atmospheric chemists to enjoy spring- 
time in Antarctica. 


Early man 


Old as the hills 


Columbus reached the New World in 
1492. But the Indians he discovered kept 
no records of their arrival on the conti- 
nent. Scientists could trace the Indians’ 
heritage back only 12,000 years until the 
recent discovery of a prehistoric settle- 
ment in Brazil showed that they were in 
the “New World" at least 31,000 years 
before Columbus. 

The Brazilian discovery has come at an 
opportune time for those scientists who 
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igrants arrived 
. They were mo- 
when, in May 
iscovered that a cari- 
that was thought to 
en the oldest man-made artefact 
in America was badly mis-dated. Instead 
of being 27,000 years old, the scraper 
proved to be less than 2,000 years old. 
The history of American man shrank to 
12,000 years—a figure established by 
Spear points found in New Mexico. 

The Brazilian find moves the date back 
again. In a 32,000-year-old sediment de- 
posit the scientists found several hearths 
and 560-odd tool fragments. Even more 
exciting is the discovery of fragments of 
painted rock, which show that the early 
Americans were artists—and started to 
paint at the same time as their European 
contemporaries. 

Pushing back the date of man’s arrival 

the Americas may help settle the 
argument over the cause of the extinction 
of many mammals in the Americas 11,000 
years ago. At the end of the last ice age, 
57 large mammal species disappeared 
from the New World within about 1,000 
years. That exceeded the total number of 
species made extinct in the previous 3m 
years. Scientists have proposed two ex- 
planations for these extinctions: a change 
in climate or human predation. 

Until the Brazilian find, the hunting 
hypothesis attracted much support. The 
arrival of humans can have a dramatic 
impact on the ecosystem—witness’ the 
elimination of several species on the is- 
land of Madagascar by man since he 
reached it 1,000 years ago. In America, 
the finger of suspicion also pointed at 
human hunters as scientists sought to 
explain the post-glacial extermination of 
the giant sloth, the mammoth and other 

ge herbivores. Such beasts were prime 

gets for hunters. Researchers also 
thought that hunters might have been 
responsible for the extinction of the sa- 
bre-tooth cat and other carnivores, which 
competed with humans for their meat 
supply, as well as for the extinction of 
carrion birds that lived off the leftovers 
from the carnivores' meals. 

This theory relies on the sudden ap- 
pearance of man on the American land 


mass just before the big animals disap- - 


peared. The Brazilian discovery has un- 
dermined it by indicating that man and 
mammoth shared the land for at least 
20,000 years. It now seems more likely 
that the beasts were killed off by changes 
in climate rather than by a Cro-Magnon 
spear. 

Supporters of the climatic explanation 
argue that changing weather altered the 
continent's vegetation, causing disruption 
in the food chains. Inevitably, there were 
losers in the jostle for position. Successful 
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competitors like the moose and the bison 
flourished (at least until the coming of 
man) while the less adaptable giant sloth 
was unable to survive. 

This climatic theory is not proven be- 
yond doubt. Sceptics note the absence of 
a corresponding wave of extinctions in 
Europe—where the climate also changed 
at the end of the last ice age. Did hunting 
and climate both play a part? A clearer 
answer could be provided by the geo- 
graphical pattern of extinction. If species 
disappeared first in North America, then 
hunters coming from Siberia must proba- 
bly take most of the blame. Conversely, if 
extinctions first showed up in South 
America, the climate is the prime suspect. 
Until the fossil record gives such detail, 
the arguments will continue. 


Kidney transplants 


Magic bullets 


WASHINGTON. DC 


The queue of people waiting for kidney 
transplants could soon shorten: Ameri- 
ca's Food and Drug Administration has 
licensed a drug which promises to reduce 
the problem of bodies rejecting newly 
transplanted kidneys. In 1984, the latest 
year for which statistics are available, 
three-fifths of the 7,000 patients given 
new kidneys in the United States suffered 
from the rejection process—and so re- 
joined the 8,000 people waiting for 
transplants. 

Rejection occurs because the body's 
immune system attacks the new kidney. 
Techniques for stopping rejection rely on 
blunting that attack. The new drug elimi- 
nates directly the proteins which lead the 
immune system's assault on foreign bod- 
ies. It is based on discoveries made 11 
years ago by Dr George Kahler and Dr 
Cesar Milstein of Britain's Medical Re- 
search Council. In 1984, Dr Milstein and 
Dr Kahler shared the Nobel prize for 
medicine for their discovery, called mon- 
oclonal antibodies. 

The creation of monoclonal antibodies 
allows doctors to direct the workings of 
the immune system. The immune system 
uses antibodies to distinguish foreign tis- 
sue from the body's own tissue. Each 
antibody recognises a specific protein by 
fitting into its structure like a key into a 
lock. Dr Milstein and Dr Kahler invented 
techniques with which scientists could 
create large amounts of pure antibodies 
to attack the protein of their choosing. 

Creating such antibodies involves ge- 
netic engineering. First, an animal is 
injected with the protein which the anti- 
bodies are to identify. The cells producing 
the antibodies are then harvested and 
fused with the cells of another animal— 





Dialysis in decline? 


from the same species—that are afflicted 
with a kind of cancer, known as multiple 
myeloma. These laboratory cultures con- 
tinue to produce the original antibody 
indefinitely. Monoclonal antibodies are 
harvested from cultures of these cells. 

Ortho Pharmaceutical of New Jersey 
has used these techniques to create a drug 
called Orthoclone OKT-3 to fight kidney 
transplant rejection. It works by attack- 
ing proteins called T-cells. These white 
blood cells respond to the presence of 
tissues that are not of the host's making. 
The new drug incapacitates the T-cells 
and so stops them rejecting the grafts. 

The FDA approved Orthoclone OKT-3 
largely on the basis of two trials. In one 
trial, the new drug, which is given intrave- 
nously for 10-14 days, was 9496 effective 
in reversing rejection, a better record 
than the 75% success rate achieved in a 
similar group of patients who were treat- 
ed conventionally with steroids. In the 
other trial, the drug proved 65% effective 
when all other measures had failed. 

Response to the new drug is immedi- 
ate, generally clearing T-cells from the 
circulation in 15-45 minutes. When treat- 
ment stops, T-cells reappear within 24-48 
hours. That is as it should be. Excessively 
harsh treatment of T-cells could harm the 
body's ability to fight against disease. 

Up to now, monoclonal antibodies 
have only been used for diagnostic tests 
outside the body. More than 150 mono- 
clonal antibodies have been licepsed for 
everything from pregnancy testing to the 
detection of venereal disease. The FDA's 
decision is the first time that monoclonal 
antibodies have been approved for thera- 
py. So far, the drug has been licensed 
only for the treatment of the rejection of 
kidney grafts. But other uses are expected 
to be approved soon. T-cells are also at 
the root of the rejection of other kinds of 
organ transplants. And more than 15 
experimental studies are examining the 
idea that monoclonals can search out and 
destroy cancer cells. 











The changing world of work: 
Major issues ahead 


This is a report of the Director-General of the ILO 
who calls on governments, workers and employers 
to consider new approaches to help the unprotected 
majority, and to find ways to extend minimum 
standards of social protection, The scourge of 
poverty and unemployment needs to be tackled with 
new vigour and development efforts stepped up 
against poverty. 
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Technological change: 
The tripartite response, 
1982-85 


This volume brings together in-depth studies on how 
employment might change in the future, on the 
major provisions of leading collective agreements, 
and on the active steps taken by both employers’ and 
workers’ organisations to offset the negative impact 
of technology on the labour force and to provide a 
Safe work environment. National and international 
perspective is given to the key issues treated in each 
chapter, with reports on particular countries being 
followed by more general international reports 
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The Europa 
Year Book 1986 
A World Survey 


If you need access to concise informa- 
tion about current economic, commer- 
cial and political developments on a 
world scale, The Europa Year Book will 
meet that need. In two annually revised 
volumes the book provides an incom- 
parable range of facts and figures about 
every country in the world and over 
1,650 of the principal international 
organisations. 
This invaluable reference work is a 
source of reliable political, historical, 
economic, statistical and bibliographi- 
cal information which no serious ref- 
erence library may be without. 
International Affairs 
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3,089 pages 
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EIU REGIONAL REVIEWS 
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This EIU publication is a compact and up- 
to-date annual reference work, covering 
23 countries. It provides a thorough and 
inde perve survey of the region. In 
depth articles look at major regional issues 
in 1985. Individual country studies pro- 
vide a summary of the year's events 
together with economic and political fore- 
casts for 1986, essential statistics and 
maps. 
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1986 
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tougher economic conditions could mean 

changes in Eastern Europe. The 1986 EIU 

pue Review of Eastern Europe and the 

USSR analyses regional developments in 
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each individual country report—Albania, 
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mu Street's bubble burst? 


INTEREST RATES, THE MARKETS, AND THE NEW FINANCIAL WORLD. 
Ву Henry Kaufman. Times Books. 258 pages. $22.50. 


Faith in the efficiency of markets has 
grown almost to the point of uncritical 
gcimiration. Will it soon be followed by a 
of disappointment as people re- 
iscover that markets are no substitute 
Kor wise policies and institutions? If so, 
that lesson may become apparent first in 
financial markets, where deregulation has 
pe farther, faster; than in any other. 

uch too far, argues Mr Henry Kauf- 
iman, the chief economist at the Wall 
Street investment bank, Salomon Broth- 
ers. He reckons that the machinations of 
bankers are storing up trouble for 
everybody.. 

Mr Kaufman, a pleasant, donnish man 
‘who has made a fortune on Wall Street; is 
gloomy. by nature. His family fled from 
Hitler's Germany: after losing. all their 
savings. He still expects everything to 
blow up in his face. Salomon Brothers, by 
contrast, is an exuberant company which 
has prospered by embracing the financial 
ovations: of which Mr Kaufman so 
erly disapproves, even though he is 
зе of the people who runs it. This has 
mpted one of his chief commercial 
rvals—Mr Walter Wriston, . formerly 
head of Citicorp, the world's biggest 
bank—to: compare Mr Kaufman to the 
pianist in the whorehouse who pretends 
he does not know what goes on upstairs. 
But even those who disagree with Mr 
man ought to welcome his rare dis- 
ng voice on Wall Street. 

_ Mr Kaufman is a dissident because he 
believes. that deregulation implies a lack 
of discipline. Interest rates have soared in 
deregulated markets, he thinks, because 
banks no longer care about the. созї ОЁ 
money: floating-rate deposits and loans 
mean that they can make profits whatever 
their money costs, while the shift in 
financial markets away from bank loans 
to securities relieves bankers of the te- 
dious necessity of. checking how. cre- 
ditw rthy are their borrowers. These bor- 
rowers, in turn, are oblivious of the risks 
involved i in takin ш floating-rate loans: 











































Governments, companies and consumers 
run up ever larger debts, while corporate 
equity is gobbled up by mergers and by 
companies buying back their own shares. 

At the root of Mr Kaufman’s objec- 
tions to deregulation—which he likens to 
letting down the bars in a zoo—is the 
belief that financial institutions have du- 
ties to protect credit and liquidity which 
šet them apart from other companies. 
Banks are unique, he says. They cannot 
be allowed to compete in the same way as 
airlines or hotels, because everybody suf- 
fers when a bank goes bust. 

Do banks need special treatment or 
not? That is the most hotly contested 
issue in American financial policy, for 
two reasons: | 














































€ First, as Mr Kaufman бше ош, the _ 
eroding of old regulations and restrictions’ 

(such as the McFadden Act, which limit- 
ed the ability of banks to conduct business. 
across state frontiers) and the failure о 
congressmen to pass sensible laws t 
replace them have weakened the ability 
of the Federal Reserve Board to police 
America's financial markets. At the same 
time, he argues, deregulation has left 
American banks free to gamble on risky 
projects without fear of failure, since 
government deposit insurance gives con- 
sumers no incentive to put their money in 
the best-managed banks. 
€ Second, regulations dating from the 
1930s, like the. Glass-Steagall Act, still 
keep commercial banks out of some parts 
of the securities business—and securities 
companies would like it to stay that way. 
This is a self-serving reason for the lead- 
ers of the securities industry (Mr Kauf- 
man among them) to insist that banks ar 
a breed apart—and has embroiled Ameri- 
ca's commercial and investment banks in | 
fierce argument. Mr Kaufman, however, 
is careful to stay aloof from this bickering. · 

What, therefore, should. America’s 
government. do to regulate its financial 
system? Mr Kaufman admits that the 
stuffing cannot be put back in the old) 
regulations, so he argues instead that a — 
single board should be formed to super- 
vise American financial institutions. He 
predicts that the government will have to 
extend its guarantee to ever more debt, as 
it did when it, in effect, nationalised 
Continental Illinois in 1984. He also reck- 
ons that banks alone will prove incapable 
of solving the third-world debt crisis and 
will need government help. 

Like all iconoclasts, Mr Kaufman is 
more interested in saying how bad things |. . 
are than explaining why they happened. 
This sometimes makes his argument pa- 
rochial. He laments the effects of the- 
growing competition for savings in Amer- 
ica without mentioning the fact that sav- 
ers are getting more for their money. 
Financial deregulation has abolished the 
forced saving hitherto used by most in- 
dustrial countries to help finance growth, 
which is why, for all its faults, American 
capitalism—characterised by a pressure 
for high returns and a busy market for 
companies and their assets—is spreading 
around the world. 

Mr Kaufman, however, says nothing 
about the oddities of the American finan- 
cial system, which has thé industrial 
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world’s most efficient capital market and 
its most antiquated method of collecting 
deposits (through thousands of weak lo- 
cal banks—a constant source of financial 
jitters). Nor does he mention what would 
have happened to the American financial 
system had it failed to adapt to higher 
inflation and interest rates. His argument 
that the shift from bank loans to securities 
undermines credit decisions takes no ac- 
count of the fact that banks have always 
made fools of themselves by financing 
borrowers who cannot repay. And he 
makes too much of the distortions caused 
by deposit insurance in the American 
system. In practice, all financial systems 
are motivated both by the fear of failure 
and confidence in a lender of last resort. 
There is no evidence that this balance has 
been permanently upset in America. 


What next? 
Mr Kaufman made his name on Wall 
Street by gloomily, but correctly, fore- 
casting the inexorable rise of interest 
rates. True to form, his predictions about 
the capital markets a decade from now 
are the most interesting part of this book. 
He reckons there will be continuing tur- 
moil, caused by technical changes in the 
markets and by the emergence of a new 
generation of wheeler-dealers with no 
allegiance to old ways of doing business. 
Interest rates, he reckons, may be lower, 
but certainly no less volatile, than in the 
early 1980s. And, as financial markets 
become more efficient, the securities 
companies’ profits will come to depend 
increasingly on sheer volume of business. 
This is a salutary book. Recent at- 
tempts to stabilise exchange rates, and 
government intervention to cope with 
third-world debt problems that are be- 
yond the scope of banks alone are re- 
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Russian roulette 


Mr Henry Kaufman is not the only one 
to take a dim view of under-regulated 
financial markets. So does Ms Susan 
Strange, a professor of international re- 
lations at the London School of Econom- 
ics. In Casino Capitalism (Blackwell; 
$19.50, £7.95 paperback), she offers a 
perspective wider than Mr Kaufman’s: 
financial innovation, she argues, has put 
the world economy at the mercy of Wall 
Street gamblers who are “playing Snakes 
and Ladders with people’s lives”. They 
are to blame not merely for the ever- 
increasing volatility of interest rates and 
exchange rates, but also (in a round- 
about way) for the international debt 
crisis, the oil-price shocks, and instability 
in Soviet-American relations. 

This is, to put it mildly, an ambitious 
thesis. Ms Strange does well to make it 
seem half-plausible. Her book is well 
written and enjoyable; many of her ob- 
servations are incontrovertible; some are 
original, She brings a welcome whiff of 
realpolitik to the study of political econo- 
my. The trouble is that these virtues are 
overwhelmed by her misplaced zeal 
(what is going on is not just inefficient, it 
is downright wicked) and by her determi- 
nation to stretch her theory to cover 
every defect in the world economy. 










minders that financial markets cannot run 
themselves. More will be heard on the 
same theme when the current economic 
recovery falters and the pile of bad debts 
gets even higher: But far from proving 
that deregulation is wicked, as Mr Kauf- 
man sometimes seems to think, the next 
crop of financial failures will merely reit- 
erate the old lesson that there is a big 
difference between smart and stupid 
money. 


Never mind the title, feel the gist 


ALTERNATIVE SYSTEMS OF BUSINESS ORGANISATION AND OF WORKERS’ 
REMUNERATION, By J. E. Meade. Allen & Unwin. 144 pages. £18. 


Should workers take part of their pay in 
the form of a share of a company’s 
profits? The notion was first explored at 
length in “Тһе Share Economy" by Mr 
Martin Weitzman. Virtually ignored in 
America, which has one of the most 
flexible labour markets in the industria- 
lised world, Mr Weitzman's book has 
become fashionable reading in Britain, 
where the labour market is widely per- 
ceived as the heart of the country's eco- 
nomic ills. The main political parties have 
shown great interest in its prescriptions. 
The chancellor of the exchequer, Mr 
Nigel Lawson, cited Mr Weitzman when 
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he announced a new tax break for profit- 
sharing schemes in his 1986 budget. 

This new book by Mr James Meade 
(who won the Nobel prize for economics 
in 1977) provides the first rigorous analy- 
sis of Mr Weitzman's proposals. Repeat, 
rigorous. This book—with its arid title— 
has been written for professional econo- 
mists. It uses lots of mathematics, and in 
places will stretch even degree-level stu- 
dents. But Mr Meade's equation-crunch- 
ing enables him to compare the Weitzman 
scheme with other ways of setting pay, 
like fixed-wage contracts and labour co- 
operatives. All of these he finds wanting. 


that the pace of financi 
tion is leaving regulators. behin 
right, and not particularly controversial. 
But she confuses this with the quite 
different notion that financial innovation 
is in itself destabilising. This leads her to 
make misjudgments. She has no truck, 
for instance, with the idea that futures 
markets shift uncertainty about the price 
of a commodity from those who do not 
like risk to others more willing to bear it: 
on the contrary, she says, futures trading 
has made prices more volatile. How does 
she know this? Because "it can be dem- 
onstrated historically." 

How then are governments to restore — — 
financial stability? The professor says ч 
that calling for greater co-ordination іп 
economic policy is naive: co-operation 
would stop as soon as national autonomy 
was threatened. So she urges America’s 
government to cut its budget deficit and 
to impose regulations on dollar transac- 
tions carried out beyond its borders. In 
the long run, she points out, this may 
shift constitutional power from the ad- 
ministration to the Federal Reserve 
Board—a fantasy that makes the idea of 
international economic co-operation 
seem comparatively realistic. 
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Meade, dividend-, not profit: 


Instead, Mr Meade proposes “labour- 
capital partnerships". The book's last, 
non-mathematical, chapter summarises 
the virtues of this partnership; it deserves 
to be read by everybody interested in new 
ways of paying workers. 

Mr Meade's labour-capital partnership 
is designed to capture the benefits of 
profit-sharing without the snags. The 
benefits of profit-sharing are that workers 
get a direct stake in the success of their 
firms, which is good for productivity, and 
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ematics reveals, are 

an inflexible share of 

ГА at may deter new investment, 
iwhile existing workers have an incentive 
Ko keep their share of profits high by 
barring new recruits. Mr Lawson, please 


Jabour-capital partnership, 

Ша be given (non-transfer- 

es in their firm; their pay would 
ius come partly in the form of dividends. 
vides the benefits of profit shar- 

jut managers would be free to re- 

ruit new workers by issuing labour 
res, Or to buy machines financed by 
inew issues of conventional shares. Em- 
iployees' share of profits would therefore 


be flexible; and the clash of interests over 
new investment would be avoided. 

The labour-capital partnership copes 
with the other clash—over whether to 
hire more workers—by ensuring that the 
original employees would always gain 
from the extra révenue that results from 
using new workers to raise output. (Un- 
der Mr Weitzman's proposals, existing 
workers would face a cut in total pay.) 
Alas, it seems that no scheme is without 
snags. To ensure that existing workers 
welcome newcomers, it turns out that, 
under Mr Meade's scheme, the old hands' 
incomes would usually have to be higher 
than those of the new recruits. In other 
words, the Meade scheme hinges on 
abandoning the principle of equal pay for 
equal work. Is that too high a price to pay 
for a labour market that works? 


As mayor of Paris, Mr Jacques Chirac has been an enthusiastic 
5 rter of grand cultural projects in the French capial. Now, as prime 


mi 


г Searching for ways to cut spending, he is g 


ving some of them 


a second look. Our Paris correspondent looks at three of the most 


controversial 


France’s minister of finance, Mr Edouard 
Balladur, is having trouble finding an 
office. He would like to work- ош the 
tichelieu wing of the Louvre running 
mg the Rue de Rivoli in the heart of 

s, as his predecessors have done since 
But the guardians of France's na- 

nal collection of pre-twentieth-century 


art, which occupies the eastern and river- 
side wings of the Louvre, are expanding 
the museum into the wing occupied by the 
finance ministry. ; 

In the last months of the Socialist 
government, the finance ministry’s top 
staff abandoned the ornate rooms of the 


- Louvre and moved into temporary offices 


while waiting to decamp to a new site 
upriver near the Bercy sports complex. 
This square-cut office building, whose 
southern wing will extend on great con- 
crete legs into the Seine itself, was de- 
signed to house the ministry's 6,300 func- 
tionaries and their computers. It is meant 
to be ready by the autumn of 1988. 

The trouble is that Mr Balladur detests 
the Bercy building. It is, he argues, too. 
far from the president's offices at the 
Elysée Palace and from.the prime minis 
ters at the Hôtel Matignon. Though 
geography is on his side, everybody sus- 
pects that the real issue is one of prestige. 
Even in these days of economic liberal 
ism, visitors to the finance minister's 
office in the imperial library atthe Louvre 
are meant to sense the ghosts of Sully and 
Colbert. At Bercy, they might think they. 
were applying for a driving licence. 


The problem with keeping the finance __ 


ministry at the Louvre is that it would. 
throw into doubt the expansion and im- 
provement of the museum. The restora- 
tion-of the Cour Carrée, the easternmost” 
part of the Louvre, is already complete. . 
This is one of France's finest Renaissance - 
courtyards. With the grime removed, visi- 
tors can see why. Though purists will 
carp, sandblasters and masons have done · 
a marvellous job of cleaning (and in many 
cases replacing) the battered stonework 
of Lescot, Lemercier and Le Vau. | 
Next door, іп the Cour Napoléon 
formed by the long, west-pointing wings 
of the Louvre, the American architect Mr 
I. M. Pei has designed a glass pyramid to 
cover an underground reception centre; 
This will feed gallery-goers, who are. 
thought to make 5m visits a year, into the > 
galleries on either side, Mr Pei's project 
would make little sense if the finance 
ministry were still in the Richelieu wing. 


Paris Popéra 
Plans for a'second Paris opera house at 
the Place de la Bastille are also in doubt. 
Mr Olivier Chevrillon, a former manag- 
ing director of Le Point magazine, has 
reported to the government on the costs 
of completing the designs of Mr Carlos 
Ott, a Uruguayan architect. | ^ 
The plans called for a “popular” opera: 
to complement the existing Opéra, de- 
signed by Charles Garnier and finished in: 
1875. Although singers and musicians like 
its acoustics, the building has drawbacks. 
Rehearsal space is scarce; there is little 
room for making props and scenery. The 
entire building of the Comédie Française 
would fit on the Garnier Opéra's stage yet 
the hall itself holds only 1,900 people. 
Ticket prices are high and there are only 
150 performances a year. : 
Mr Ott was asked to design a building 
with plenty of room for rehearsals and _ 
prop-making, and with two-halls, one of - 
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which should hold 2,700 people and offer 
250 performances a year. Though opera 
tickets will hardly be given away, they are 
meant to cost FFr100-310 ($14-43), only 
half as much as at the Garnier Opéra. 
Opponents of the Opéra de la Bastille, 
including, in the recent parliamentary 
election campaign, many conservative 
politicians, say it is expensive and unnec- 
essary. The operating subsidy would be 
FFr270m a year, less than the FFr360m 
spent by the state on running the Palais 
Garnier. But building costs are estimated 
at FFr2.2 billion, of which FFr650m has 
already been spent. The question is how 


None of the projects planned for Paris 
has created as much fuss as an array of 
black-and-white striped columns in the 
Cour d'Honneur of the Palais Royal, 
where Mr Frangois Léotard, the minister 
of culture, has his offices. The work— 
half architecture, half sculpture—was 
commissioned by Mr Léotard's Socialist 
predecessor, Mr Jack Lang. 

Soon after the designs of the artist, Mr 
Daniel Buren, were unveiled, they be- 
came the target of a public outcry, glee- 
fully encouraged by Le Figaro, the con- 
servative Paris daily newspaper. The 
argument was also carried on through 
graffiti scrawled on the plyboard walls of 
the building site: “Cour d'Horreur" 
from an anti, and from a relieved enthu- 
siast: “Art can still cause scandal". 

For opponents, the columns ruin a fine 
mid-eighteenth-century facade (much 
remodelled in the nineteenth century) 
which gives on to the garden of the Palais 
Royal. The scheme, they claim, comes 
out of the Socialists’ pork-barrel and 
shows contempt for France's cultural 
heritage. Mr Buren's defenders dis- 
missed this as Philistinism. His columns, 
they pointed out, are mostly cut off at 
the level of the plinths of the columns in 
























to save some of this investment. Cancel- 
ling a project whose foundations and 
underground storeys have already been 
built would cost almost as much as com- 
pleting it, unless the site were simply 
abandoned. That would be a bizarre 
monument to Mr Chirac's reign as mayor. 
Turning it into a concert hall seems point- 
less as well. Paris has plenty of concert 
halls already. 


Overarching 

Every French president since de Gaulle 
has involved himself in the buildings of La 
Défense, a block of skyscrapers north- 











Columns of contention 


PARIS 


the surrounding arcade so do not ob- 
scure, but enliven, the original architec- 
ture. The grid of candy-striped columns, 
set off by underground lights and foun- 
tains, certainly looks better than the cars 
which filled the Cour d'Honneur when it 
served as a parking lot. 


| 
| i 
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Honneur satisfied 

















west of Paris à 
of the Champs 
de la Grande 
1950s, the site was 
ished off with a mode 
ing the avenue of buildi 
end. President Giscard d'Estaing rejecte 
the plans approved by Georges Pompi 
dou, his predecessor; President Mitter 
rand rejected Mr Giscard d'Estaing's. 

At last, the foundations for a large fla 
arch have been laid and the first storeys o 
this hollowed-out cube are beginning tc 
rise above ground level. The arch's de: 
signer, like those of the Louvre pyramic 
and the Opéra de la Bastille, is a foreign: 
er, Mr Otto Spreckelsen, from Denmark 
(Who said the French were always cultur- 
al chauvinists?) Set at a slight angle to the. 
canyon of skyscrapers that form the bulky 
of La Défense, the arch is meant to echc 
the Arc de Triomphe and to complete t 
“triumphal way" that planners have K 
trying to provide since Baron Haussman 
in the mid-nineteenth century. 

Partly because of its political history 
some conservatives disapprove of Mm 
Spreckelsen's arch. Yet its builder is one 
of France’s most powerful businessmen 
Mr Francis Bouygues, and the project isi 
shrugged off as the kind of presidentia 
extravagance with which it would be bolc 
to interfere. The arch, at least, is likely tc 
go ahead as planned. 


Just before the elections in March, 
work was halted on the orders of a city 
tribunal which was looking at the legal 
problems raised by the project. Had Mr 
Buren the right clearances? Was his 
contract in order? Mr Léotard took up 
these questions on becoming minister. 
But he could find nothing wrong with the 
paperwork and refused to interfere on 
aesthetic grounds. The losers were the 
columns of Le Figaro. 
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TOTAL NATURAL IMMERSION 
French paiticipants for? 
sive days in the DORDOGNE 
Chateau LA VALOUZE 
tel. 539144 28 J1 Lefavre CIEL BP 180 
(1.24490 LA ROCHE CHALAIS. France 


University — 

" де la Romande 
Intemational University offers 
external degrees. Full credits for 
fife /career experience: 

Neil Gibson & Company, 


Dept. T.E., Р.О: Box 3, 
Sudbury, Suffolk, England. 


University of Wales 


BUSINESS AND 
“ECONOMICS 


MSc ECON IN 
INTERNATIONAL 
ECONOMICS AND BANKING 


Applications .are. invited. for this one- 
year taught course commencing in 
October 1986. 


Students follow courses in: 
international Banking; 
International Trade; 
International Finance and 
Development Economics 
and prepare a dissertation. 
Application forms are available from: 


The Assistant Registrar, Academic 
Registry, UWIST, PO Box 68, Сані 
CF1 ЗХА. 


т Speak French 


: 3 | r (or German, Spanish, Arabic and others) 


diplomat! 


ТО ORDER, JUST CLIP THIS AD and 
address 


and mail it. with your name and 
and a 


or money order. Or, 


“charge. it to. your credit card (American 


by . Express, VISA, Access, Diners Club) by 
card 


se enclosing 


set of audio с 

text boaks 

and recorded inst / 

Ungu ing method you set your 
testing yourself, correcting 

errors, and reinforcing. accurate respon: 


ses. 4 we believe, the best course. 
ach you а comprehensive. ` 


French, 
uctory Basic French 
rts. Part A provides an 
introduction to the simpler forms of the 
language and a basic vocabulary. Part B 
introduces more complex structures and 





d number, expiration date; 
“and your signature. 
C] Basic French, Part А. 12 cassettes (15 
hr): 184-page text. £99.50 (or. $150 US) 
С Basic French, Part B. 18 cassettes (25 
г "hn. 290-page text. £119.50 
ior $175 US. 


Ail prices até inclusive. 
For shipment outside Europe, 
please include £10 (ог $15 US) 

additional postage 

“Many other FSI language courses also. 
available. Write to us for free catalogue 
-— n. d d Р ж 
апше 
kil Kensington : 
London W8 ALL. 
101) 937 1647 
Audio-Forum, 


Suite 1112 


THE INTERNATIONAL CENTRE FOR 
MONETARY AND BANKING STUDIES 


1986 GENEVA 


SECURITY ANALYSIS AND PORTFOLIO 
MANAGEMENT PROGRAM 


COURSE MODULES: 


1) SEPTEMBER 1-5: 
INTEREST AND EXCHANGE-RATE - 
ECONOMICS AND FORECASTING 


2) SEPTEMBER 8-26: 
BONDS, FINANCIAL FUTURES, - 
SWAPS AND OPTIONS 


i) Bonds: September 8-12 | gei 
ii) Financial Futures and Swaps September 15-19 · 
iii) Options: September 22-26 I 


These two courses provide a unique opportunity for finance —. 
professionals including portfolio managers, investment and- | 
corporate bankers, economists, and analysts, who seek expo- 
sure to the fundamentals and most recent technical develop: 
ments in the field. 


Senior Faculty: N. Saidi, I. Cooper and S. Schaefer 
Further Information: Greg Vit, ICMBS, cp 36, СН-1211 
Geneva 21 

Tel: (022)-34 95 48. Tx:28 167 peace ch 


Oxford 


Corporate 

Finance and 
Strategy 
Programrme . 198 


Director: Dr Jack Broyles 


For Senior Managers and Professionals 

To provide senior managers with a thorough 1 
understanding of the financial dimensions of strategy 
and of the process of developing. implementing and - 
controlling financially successful strategies. An 
intensive and highly interactive programme directed 
by a noted author for a limited.number of Cor Orate. 2. 
and Divisional Managing Directors, Finance Directors; 
Chief Accountants, Planners, Treasurers, Bankers, 
Venture Capitalists and Selected Professional Staff. 
Four days. 


Price, £1100 - residential. 
For details apply to Michaela Bargent, Tel (0865) 735422 
Telex 83147 aiin TEMCOL Tetecopier (0865) 736374 


S- Templeton College 


Ў The Oxford Centre for Management Studies Ою OX VSNY 





T <THE CITY UNIVERSITY. - э 
CENTRE FOR BANKING & INTERNATIONAL FINANCE 


RESEARCH ASSISTANTS 


` Barbican complex. 


DEPARTMENTAL RESEARCH ASSISTANT 
Atecent MA economics graduate is required for the above post. Applicants should have 
preferably, a monetary economics, econometrics background with a strong interest in 
financial markets and institutions. This appointment is for a period of 1 year in the first 
instance, with the possibility of teaching. | 
RESEARCH ASSISTANT/FINANCIAL DEVELOPMENT 
То carry out research, for 2 years in the first instance, initially jointly with academic staff 
ofthe Centre and subsequently with increasing independence. 

4 nphasis of research мій Бе towards monetary economics and finance in 

rity with, experience and knowledge of language of LOC country are 


і апі тиі have exceptional qualities, such as high performance at 

MSc and undergraduate levels, and must have completed a PhD thesis. 

Benefits include generous holidáy entitlement, season ticket loan scheme and excellent 
; Sports and recreational facilities. 

To apply please send a full curriculum vitae (with the-names of two referees) to Mr 2. 

Res, The Centre for Banking & international Finance, The City University, Barbican 
Complex, Frobisher Crescent, London EC2 8HB, 
Closing date for receipt of applications: 15 July 1986. 


JOB OPPORTUNITIES | 


Al-Rashed Certified Public Accountants; Saudi 
has immediate openings in its main office in Riyadh 
and other cities for the following professionals. 


Consultants with experience in design and implementa: 
ton of financial information systems for diversified 
industries (Bank, insurance, Transportation etc). Pasi 
tions and experience requirements аге. 


€ DIRECTOR OF MANAGEMENT | 


SERVICES yesrs 


€ MAS PROJECT MANAGER 


© EDP SPECIALIST. 2 yeasincute 
ЕОР systems design/implementation and 
EOP audits as part of audit engagements. 
© CONSULTANTS —s years 

AUDIT 

€ AUDIT MANAGERS e years 

Ф AUDIT SUPERVISORS- years 

© LIBRARIAN: yeas 


Compensation package includes tax free basic salary, : 


transportation, housing, relocation and hore feave 
with family. 

These positions are open now, spacial consideration to 
Arabic speaking applicant, please submit qualification, 
salary history and availability to: 

Dept 87, Box No 1522 Riyadh 
31441 Saudi Arabis ог 
Telex to: 202493 ARAMEG. 


Economists 


A leading UK Bank has vacancies for two Economists to join its 
economics team based in the City of London as Research Officer and 


Senior Research Officer. 


. . "Applicants will have good Degrees in Economics, and at least 

_ 3-4 years’ experience as business economists. They will be familiar 
with the usage of computers and will have po ability in writing 
and communication. The successful candidates will be expected to 


(duli986. — — 


work independently, exercise initiative and meet tight deadlines. , 

The person appointed to the post ofSenior Research Officer will have 
greater experience and responsibility, and his/her duties will include 
supervising more junior members of staff. | 

The work will involve analysing economic and financial 
information, preparing reports, and participating in research projects. 
covering a wide range of economic subjects such as: interest rates, 
exchange rates, money supply, world trade, energy, commodities and 
country risk assessment. 

The successful candidate will be offered salaries in the region 
of £13,000 to £17,000 per annum for the position of Research Officer, 
and £17,000 to £21,000 per annum for the position of Senior Research. 
Officer. Both positions provide challenging opportunities for gaining 


wider experience, and offer good prospects for advancement in the __ 


‚ longer term. 
All applications will be treated in strict confidence. 
. In the first instance please apply in writing stating 
experience, qualifications, present position and salary to 
Box Number 3487, The Economist Newspaper Limited, 


- 25 St. James’s Street, London SW1A 1HG. 


Reading, RG6 2AH, telephone 
875123, ext 220. Please 


University of Reading | 
LECTURESHIPS IN FINANCE, - 
ACCOUNTANCY AND FINANCIAL 


ECONOMICS... 


search. Salary scale £8,020 to £15,71 

per annum (under review) plus UST 
USDPS benefits. Further particular 
and application forms (two copies) ar: 
available trom the Personne! Office: 
University of Reading, Whiteknighty 
PO Box 217, Reading RG6 2AH. Tale 
phone (0734) 875123, ext 220. Pleasi 
quote Ref АС.8610Т. Closing date 3i 


University of Canterbury 
New Zealand . 


| SENIOR LECTURER OR LECTURER 
] INBUSINESS ADMINISTRATION a 


(Production Management or 
Organisational Behaviour) н 
Applications are invited for a position, ак 
above, in the Department of Busines: 
Administration. Applicants should һа 

a PhD degree or an equivalent t i 
record.: Preference will be: given ti 
candidates with a capability and re 
Search interest in production manage 
ment or organisational behavi a 


-| appointee willbe expected 


undergraduate (BCom) gi 

(MBA, MCom and PhD) programme 
The salary for Senior Lecturers is ori i 
scale from NZ$37,000 to $47,000 pe 
annum and for Lecturers is Оп a.scali 
from. MZ$28,000 to $35,000 ре 


-Further particulars and conditions с 


appointment may be obtained from thi 


< Association of Commonwealth Univer 
sities (Appts), 35 Gordon Square, Lon 


don WC1H ОРЕ. 
Applications close with. the Registrai 


. University-of Canterbury, Private Bag 


Christchurch, New Zealand, on 29 Au 


290511986. : 
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national agricultural 

ү He/she will have a sub- 

tial re of: published research 
‘will be expected to contribute to 
graduate and undergraduate aca- 


classes or seminars at your own pace and tire. 
Send detailed résumé on work life and academic experience tor à no 
Costevaluaion. ^. 


PACIFIC WESTERN UNIVERSITY 


term contract basis foran initial period 
of two years. Short-term contracts may 
be extended. - 

Six ‘copies of applications, giving full 
personal particulars, which should in- 
clude full name, place and date of birth, 
qualifications, employment and experi- 
ence, present salary, date of availabil- 
ity, telephone number and names and 
addresses of three referees, should be 
addressed to the Director, Appoint- 
ments and Personnel, University of 
Zimbabwe, PO Box MP 167, Mount 
Pleasant, Harare, Zimbabwe (telex: 4- 
152 ZW). Candidates in the UK should 
also send an additional copy of their 


applications to the Secretary General, 


Association of Commonwealth Univer- 


. sities (Appts), 36 Gordon Square, Lon- 


don WC1H. ОРЕ, from. whom further 
information. is available. The closing 
date for receipt of applications is 25 
duly 1986. 


= 


Віма, Los Angeles, California 90049-—Dept 137—USA 


; (College Credit for Work Experience 


Business. • 


Engineering  * 


Education 


Earn a bachelor, master, doctoral degree. Guided 
Independent Study. One-on-one-faculty advisors. 


0 classes * seminars.» résidency. Call 


for no-cost Evaluation « Catalog 


вм. Dept 34 


‚Ме CAN help 

ee Мине юг. 

raduate Tutorials, СТАС Associates, 
FREEPOST, London W5 4BR. 

"oso: Tek 01-9933983 oo 


ta. State age, goal level and time 
vail ; С ee 


(213) 278-1094 
Beverly Hills, Ca 90212 


BUSINESS 
OPPORTUNITIES 


———-————— — ——-—-—--—-—-—————_— 
TECHNICAL-PATENTS being regis- 


tered: worldwide need finance. High 
turnover .and profit: Write under 
'06.524' to. Publimedia, PO Box 5, 
A-1037 Vienna, Europe 


LOOKING FOR 
COMPUTER DEALERS 


for IBM compatible pe/xt: 640 kb, 
2 x 360 kb floppy disk, colour/ 
graphic card, composite monitor, 
700, same with 20mb hard disk, 
£1175. Large discount available 
on 10 packages or more. 
Mr Torbin Worm, T. К. Revision, 
Amadertory 31, 1160 Copenha- 


gen K, Denmark. Tel: 01 142951. IE 


ABU DHABI CHAMBER OF | 
COMMERCE & INDUSTRY | 


Abu Dhabi Chamber of Commerce & Industry hereby 
advertises the following vacancies: 


1—Economic Researcher, with five years’ experi- 
ence in finance, marketing, monetary policies. | 
Particular interest in competition policy and 
industrial economics would be an asset. 


2—Statistic Researcher, with five years' practical 
experience to join professional staff, for mark 
which will involve: ud | 
obtaining and helping to analyse economic and 
Statistical data; ` | 
guiding research staff in the use of information 
sources. ЕЕ 


Programming and computer operation would be ап asset. 
Good academic qualification in economics for No 1 and 
Statistics for No 2, and full command of Arabic and English 
аге essential. Salary will be decided on the basis of 
academic qualification and experience. 


Application should be addressed to the Director General, 
PO Box 662, Abu Dhabi, UAE, within 15 days from the 
date of advertisement. 


UNIVERSITY OF GENEVA 
Geneva, Switzerland 


Chair in Economics 


The University of Geneva seeks applications 
from first class scholars to fill a vacancy at Full 
Professor level in its Department of Economics, . 


effective 1 October 1987. All fields of speciali- | - 


sation will be considered. A strong research | 
record is essential. The teaching language is | 
French. The successful candidate will be ex- 


pected to take an active part in the life of the de : 
Department. The application deadline is 15 July | 


1986. 


Additional information is available from Profes- 

sor Olivier de La Grandville, Chairman, Depart- - 
ment of Economics, University of Geneva, 3 
Place de l'Université CH1211 Geneva. Tele- | 
phone (41) 22 209333, ext 2263. 





g 


Ls 


УННН. 
е 
ri 


V essit 
D^ 
T 

THES 


die 
i 


` The closer you look at property the more you see È 


RANN 
Чї 


STL QUINTIN - CHARTERED SURVEYORS: CITY OFFICE - TELEPHONE: 01-236 4040 TELEX 8812619 


GLOBE PLAN S.A., Av. Mon-Repos 24, 
CH-1005 Lausanne, Switzerland. 
Tet: (021) 223812 Tix: 25185 MELIS CH. 


| Secluded well-built home, all amenities. 

1 Secure, accessible, low maintenance, 35 

зл} acres, mixed woods, fields, orchard, gar- 

‘den. New outbuildings. Ideal small farm, 

hunting/fishing retreat. Rivers and forests 

Surround. 
$75,000 US. 

| Contact; Ben Gray, Glassville, New 

| Brunswick, Canada, near private 
jetport. 


HOTEL IN AMSTERDAM 


An elegant first class hotel in the heart of 
Amsterdam's shopping, cultural, and 
business centre, conveniently situated 
near the Van Gogh Museum and Rijks- 
museum. Facilities include meeting and 
conference rooms, sauna, solarium and 
fitness-room. 
Selling Price US$ 3.5 million 

Box No 3482, The Economist, 25 St 
James's Street, London SW1A 1HG. 


SOUTHERN CALIFORNIA 


industrial and residential properties. 
Riverside county. Approved for devel- 
opment. Contact: 
Mr John C. Neely, Jr 
Construction Development Inc 
23 N. Franklin Street 
Chagrin Falls, Ohio, USA 44022 


SWITZERLAND 


ANDERMATT AM GOTTHARD RESORT AREA 


Have own modern apartment in the centre of one of Switzerland's famous international playground. A 
skiing paradise for the novice and expert alike; an unspoiled alpine flora for the hiker or mountaineer or 
рано оо. А місе and Sound investment with a constant growth, direct from the developer and 
: Bau A. б. Erstield-Andermatt, Dipl.ing. Н. Kleiner, CH 6472 Erstfeld/Uri. Tel: (044) 5 12 22. For 
info in the US call Atomic Constr., inc (313) 885-7400 after 19.00. 
Cali to visit property--no obligation 


PUBLICATION 


| For the past 12 years the EXECUTIVE EMPLOYMENT BULLETIN has 
helped executives find top international positions, Mailed at the beginning 
of every week, it contains advertisements for over 60 senior management 
positions reproduced verbatim from teading European and US publications 
. sand direct sources. Е 


25 weeks 

ў £48.00 

Elsewhere (Airmail) f USS$89.00 
To: Executive Employment Bulletin, Dept 454, PO Box 168, Maidenhead, Berkshire SLS 180, 


Please sand me the Executive Employment Bulletin for... 
.... Please charge my 
Access D Eurocard C 


Expiry Date ss. 


Amencan Express (71 


BUSINESS OPPORTUNITIES | 


‘COMPUTER FLOPPY DISCS. 
packed 5iin from 35p, Зіл from 
Sin from £2.49 each. Sterling FOL 
port. BOLTON WELLS LTD, 746 Fir 
ley Road, London NW11 7TH. <o 


NIGERIAN BANKING - 
OPPORTUNITY 


A foreign partner required tor Nigeria. A group 
of respectable Nigerian bankers seek foreign 
bank as partners in proposed new merchant. 
bank for Lagos. 


interested parties contact: 
Type Dean Ltd, 6 North End Parade, North 
End Road, West Kensington, London W14. 


For information about 
classified advertising 
opportunities ^. 
contact 
Elizabeth Harvey-Lloyd |^ 
The Economist Newspaper Ltd 
» 25 St James's Street ` 


London SW1A HHG 
Telephone: 01-839 7000 


From ће Permian Basin of west Texas to the 
Michigan Basin and Sait Basin of Louisiana, 
we've been successiuily exploring for new 
troleum reserves for the past 20 years. 
ile the tax plan being tossed about in 
Congress-is discouraging many individuals 
and companies, we believe the current market 
provides outstanding opportunities to estab- 
lish petroleum reserves for the lowest cost per 
barrel during the past six years. We believe 
the adage that “opportunities come. when 
investments are out of favour” truly applies to 
ha m фоли рош industry. if you'd 
ike to consider a fong-term exploration op- А í 
portunity in the continental United States, we Telex: 24344 ECON С 
invite you to check our references and explic- OF og 

itly request that principals only respand to this „Margaret Medlock . 
inquiry. The үш Ne wepapėr bia: 
: ORockefeller.Plaza 0") 

The Bevara iat New York, NY 10020 
Telephone: 212 541 573 
Midland, TX 79702 $ Telex: 148300 


A UNIQUE INVESTMENT OPPORTUN: 

‘COMMODITY FUTURES TRADING WITHOUT PRINCIPAL RISK 
An exclusive opportunity to participate їп Charles We Wilson's trading 
success. 50% cumulative return for last 4 years (audited). ; 
SECURED TRADING LTD offshore Cayman Islands shares fund. Jc 
many investors who are. discovering how to engage in the spec 
trading of commodity futures and to own interest payments s ipped from 
US Treasury Bonds to avoid principal risk. 5 


For your free prospectus call 44 1 488 3232. 
'^— "er mail the coupon below, today. 


МЫ m di << чч ih n AR Ge due jt HR dne emen in 


Offer not for US or UK residents |. 
I want to speculate in commodity futures trading without principalis 
please send prospectus to: ird ; 


Май coupon te: Randell Securities Inc, Sth Floor, Europe House, World 
Trade Centre, East Smithfield, London AA, England. Telex: 887438. 
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STAYING IN LONDON? 


Take à luxury service suite in St 
James's from only £50 (+ VAT) per 

: night, for 2. Every comfort. Private 
: Ё А telephone. Exceptional value. Ryder 
АРТА. Суз ргераге high quality Street Chambers, 3 Ryder Street, Duke 
arricuta. vitae. Tel: 01:607 7905 for „Street, St James's, London SW1. Tel: 
(айыз с 01-930 2241. 


HH 


VISITORS TO LONDON 


Self-contained studio flats, CH, HW, 
‘lifts, 24-hr porterage. From £190 pw + 
pom service £10. Discount for more 
‘than 4 weeks. Co let available for 
longer term. Secretariate and telex 
facilities. 
Endsleigh Court, В 
London ЎСТ Tel: 01-381 8022 
< AMEX, Diners, Visa 


HOLIDAY HOME INVESTMENT 
ST IVES, PENZANCE 


From £23,950. New two-bedroomed cottages 
in grounds of Tudor Manor: Full Manage- 
ment. Can be self financing: Indoor leisure 
complex. Restaurant, etċ: 

KENEGIE MANOR 


TOSHIBA 
TEL: 01.388 3262 


ACE 


CENTRAL LONDON 
^ SHOWROOMS 


impex House, Paper Mews, Dorki 
Surrey RH4 1QX, England 79 
Tet: (0306) 880118 Telex: 859330 
— Fax:( ) 884980 
Sales £25m Paper Products from French, German and Dutch Manufacturers 
г impex now wish to denim and enter pew market areas within UK 


* SOPHISTICATED COMPUTER SYSTEMS 
* SALES SUPPORT 
* CREDIT. CONTROL 
* EXPERT MARKETING ABILITIES 
* STORAGE AND WAREHOUSE FACILITIES 
Contact H. Carmichael or P. West with your products and ambitions 
Let's see if we can do a good job together 
A Sectionchoice Ltd Company 


А £5,000 into 


164,000 injust5year deducted at source 
\ Fully audited track - A Limited liability 
scord : Minimum investment 


k Futures managed £5,000 or sterling 
iccount programme equivalent 


(UI wi Өл S бм тө пв а ts мю мы жн бк ей ah Rh m tm m nm t m we um o — me 
Please send me details on your Investment Programme EC/Db/276 
Nome 


Address 
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m Tro ing Company Ltd. 5.9 Hatton Wall London ECIN 8HX 
T 01-4058404 M Telex: 22553 CSTC а Гох: 01-105 11 


INTERNATIONAL 
JOB HUNTING? 


ityou are a professional, we can assistyou. We 

are an American managed company. Request 

the proper application for one of the two 

services we offer: 

(1) NORTH AMERICA (2) REST OF THE WORLD, 
Global Career Analysts 


35 Piccadilly 
First Floor, Suite 101 
London МТУ SPB; England 


SWISS HANDLING OF 
INTERNATIONAL 
TRANSACTIONS 


The key company for 
* Handing of international transactions 
* Back to back operations. 
* Companies formation. domiciiation and 
administration 
* Setting up countertrade/barters 
* Marketing countartraded products 
* Fiduciary and trustee services 
DE BERIG SA 
13 Avenue Krieg 
Geneva, Switzerland 
Tet: 47 59 80 
Telex: 421 896 DEB CH 


Situated in the Royal Borough of Kensington 
and Chelsea within walking distance of Earl's 
Court underground station for direct tine to 
Heathrow and Gatwick via Victoria. 

Also nearby is the World Famous Earl's Court 
HAN" Centre and Olympia Exhibition 


Bar, Restaurant, Lounge. All rooms with full 
private facilities. Superb accommodation and 
excellent service. 


Telex 8953154 BRKSTN G. 


AGENTS 
REQUIRED 


We would like to talk 


TO YOU 


if you or your company are: 
1. Financial Consultants 
2. Investment Brokers 


We are looking worldwide 


FOR AGENTS TO 
REPRESENT US. 


We have an established history of suc- 
cess in Commodity Fund Management 
and now we wish to talk seriously with 
peopie who would like to be involved 

in 
а company with management experience 
based in the City of London and backed 
by two centuries of trading 

offerirn 
managed funds that have outperformed 
all our competitors 
together with 

very attractive commission incentive 
earnings and excellent sales support 
from Head Office. 
if you wish to hear further on the 
terms of an agency agreement with 
us please write to: 


Box 3463 
The Economist 
25 St James's Street, 
London SW1A 1HG 


OVERSEAS POSITIONS. 


Hundreds oftop paying positions available. 
бопон Opportunities огай secapetane 

s. ios lora o cu hs 
skilled trades, professionals. manage- T 
ment technical personnel ete. 2. 
For free. information about our publica- [ 


tions, write: 


Overseas ioyment Services, Dept | 
EC. PO Box 460 ‘own of Mount Royal, 
Quebec Canada H3PaC7. — | 


HOW W. D. GANN 
MADE $50 MILLION 
TRADING 
COMMODITY 
FUTURES & STOCKS | 


WILLIAM D. GANN (1878 + 1955) ve 
MADE $50 MILLION TRADING —- 
COMMODITY FUTURES AND STOCKS. - 
2 НЕ ALSO LEFT BEHIND HIM A STEP: $ 
BY-STEP GUIDE OF HOW HE MADE 
HIS FORTUNE, i 


Н took him over 50 years to compile this. great 

investment knowledge, He also happened до publish: 

most ot it the year he passed away. ч 

Why? Because he wanted othars to avoid ће: 

heartbreak and losses he experienced in his валу 

years before he devised his fortune-making 
vetiods. 


“When we know the past we can predict tha tuture, 
That's why time cycles predict the trend of com- 
modtities, stacks and business.” 

Traders who have followed his scientific laws have 
made fortunes. As someone said of Gann: "He could: M^ 
compound money faster than any man 1 ever met!" 

THE LANTERN LETTER uses W. D. Gann’s methods 

t0 forecast commodity future prices. 4 
FREE... Phone or write for sample F 
copy of THE LANTERN LETTER. E 


THE 
LANTERN 2 
LETTER. 


EXPERIENCED . BANK TELLER, 
would like a position in a bank either in 
USA, UK or South America, France, 
Sweden or Switzerland; Highly educat- 
ed, part completed Bachelor Arts. 
Read, write and speak French fluently. 
Aged 32. Will consider any other posi 
tion, security guard, flight attenda 
Can supply excellent references 
Please write to V. Mouradian, 2 Byfield 
Close, Gladstone Park, Australia 3043. 
Telephone 03 3302647. : 


French/American 
educated 


Engineer, MS ifi Business, Columbia MIA in 
international economics. Seeks entry position d- 
in any Trade/Management related fields, Flu-- 

ent Spanish and Arabic. Experience in Eto- | 
nomics Consulting. Willing to. travel or. 
relocate. 5 ; 
Reply: 35 Rue de L'Arcade 75008. Paris. 
Tek: 33-1-45.32,38.80. ; $ 













Ш TheEconomist, 
Intelligence Unit 


ты The Economist Intelligence Uni | s Cot 
Reporting Service guides you expertly t 
economics and business in 1 





hrou 





© Every quarter 92 separate Reports together cover over 165 countries – evaluating growth prospects, as essing 
opportunities, examining the problems. By providing a concise service of business oriented analysis of thelatest 















































Each of the 92 Reports contains: 
Ф 300 word summary of the contents. 
000-3,000 words discussing the main trends in the economy and 


forecast of the main components of expenditure in real terms. 
5,000-10,000.words of news analysis covering the main issues on which 


«political developments relevant to an understanding of the economy; 

. government economic policies; trends in investment and consumer spending; 
performance of key business indicators; evaluation of foreign trade data; 
assessment of development plans. 


e Charts for a visual indication of the main economic trends. 
Ф Statistical appendices, for a deeper perspective. 
92 Country Profiles | 


Backing each Report’s current analysis and forecasts, as an integral part of the 
service, is its Country Profile. This descibes economic structure, organising data 
from a wide range of national and international sources into a compact, coherent 


0735. Algeria. 0751. Czechoslovakia 7166. Indochina: 


“COTS. Angola, São £318. Denmark, Vietnam, Laos, 
A ‘Tomé and Iceland Cambodia 
Principe (386. Ecuador 7126. Indonesia 
201. 1. Argentina (320. Egypt Iran 
(2-2, Australia (322. Finland 3. пад 


. Ireland 
. Israel 


C153. Austria 
C179. Bahrain, Qatar, 


(123. France 
C162, Gabon, Congo, 





Oman, the Equatorial ‚Нау 
Yemens Guinea 3. Ivory Coast 
3 84. Bangladesh £169. Germany, East . Jamaica, Belize, 
L1. 4 Belgium, 1249. Germany, West Bahamas, 
o, Luxembourg ЇЗ 9. Ghana, Sierra Bermuda 
C15. Brazil Leone, Liberia 7329. Japan 
C185. Cameroon, C324. Greece ) (387. Jordan 
CAR, Chad C113. Guatemala, El O 8. Kenya 
© H. Canada Salvador, 78. Kuwait 
14. Chile Honduras 7380. Lebanon 
715. China, North. . (392: Guinea, Mali, Cyprus | 
Korea Mauritania C160. Libya 
„2216, Colom bia (77, Hong Keng, Osh Madagascar. 
C117. Cubs, Macau Mauritius, — 
Dominican : — 0256. Hungary Seychelles, 
Republic, Haiti, 325. India, Nepal. Comoros 


Puerto Rico 


Country Reporting Service 


Please enter a Subscription to Report marked 0 £3 Please send by airmail. 
Annual Subscription to one Report: 4 issues and Country Profile UK £53 Europe and 

s restof world excluding North America US$97 

Postage extra UK £1.50; Europe USS5, Outside Eu US$12 per subscription. A 

г progressive discount — up-to one third or ай 92 Reports~ offe ved on 2 of more subscriptions. 


2. TheEcono: P ations Limited, Subscription Dept. (Е), 40 Duke Street, 
- London phone: 014936711. 
ffi cketelier Plaza 1208 floor}, New York 10620, USA. 


730. 
3 Square Wiser, Bte 26-1040 Brussels, Belgium. Telephone: 02-230 6935. 
Friedrichstrasse 34, 6000 Frankfurt am Main 1, West Germany. Telephone: 728141. 


Telex: 413805. 
Registered Office 25 St James's Street, London SWIATHG 


forecasting them fora year ahead. For key economies, there isa numerical 


organisations operating inan international context need to be informed: 


Order form forthe Country Reporting Service 


: omic indicators in almost all countries of the world, the EIU aims to assist subscribers to react quickly and 
accurately to developments in the international economic environment. De : : 





i Я es : 
and standard format, although contents inevitably vary from country to country 
depending on the availability of data. и 
Country Profiles carry statistical tables оп economic indicators over the = 
longer term. ' SERM 
A text puts these and many other figures in their setting and outlines politica 
conditions, planning policies, foreign investment rules and exchange 
restrictions. : 





How the Reports work for you ; 
Ф asaconcise yet comprehensive service of comment and analysis on the world 
economic situation, EERE ATR E ; 


@ asan up-to-date guide to business conditions and prospects. 
© as briefing material for overseas visits by businessmen. ; 
Ф by providing access to information not easily available elsewhere. 

Ф asacheck on data acquired from other sources. E: 


The Economist Intelligence Unit 


Registered Office No 177 
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(331. Mexico Gambia, Guinea® г „164. United Arab 
(365. Morocco Bissau, Cape Emirates 
C182. Namibia, __. Verde (374; Uganda, т 
Botswana, (170. Singapore “Ethiopia, 
Lesotho, C144. South Africa ‘Somalia, 
Swaziland (383. South Korea 2 ЮнБоши 2. 
. Netherlands : (340. Spain / C145, United Kingdom 
. New Zealand (212. Sri Lanka 1246. Uruguay, 
. Nicaragua, Costa 972, Sudan IE Paraguay 
Rica, Panama C41. Sweden GAT USA 
159. Nigeria 0142. Switzerland 148. USSR 4 
C134. Norway C154. Syria E 57. duel i 
£388. Pacific Islands C168: Taiwan - T. : iy 
(135. Pakistan, C167. Tanzania; утып 
Afghanistan <, Mozambique x г 


(150, Yugoslavia 
76. Zambia | 
£138. Zaire, Rwanda, 


C136; Peru, Bolivia 
(338, Philippines 


£110. Thailand, Burma 
(390. Togo, Niger, 


(119, Poland Benin; А 
u Burundi 
2739. Portugal Burkina s d uem 
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J AND JOBS Іп the first quarter of 1986, Jar i 
ап: had been in the fourth quarter of 1985, the first qt 
years. The 12-month rate of change in France's industrial production 
April, having fallen in March; Italian industry's output rose 2.696 in the year to March. 
employment rates fell in both countries in May—to 10% in France and to 13.9% in 
aly. American retail sales rose 3.8% in the year to April. 


retail sales 
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+ 56 (9) 
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STEER AE TSI ыы ыс 
THE ECONOMIST COMMODITY PRICE 
INDEX Meat prices soared in Chicago 
after an American government report: 
showed that the population of pigs (hogsto. 
Americans) had fallen to an 11-year low of 
48.8m; the number of breeding pigs was 
only 6.4m at the beginning of June, the 
lowest since records began in 1964. . 
Traders had thought that farmers were. 
rebuilding herds after three years of dis- 
tress selling. Partoftheblame mustbelaid 
on the government's plan to reduce milk 
surpluses by slaughtering dairy cows; - 
because this has been boosting beef. 
supplies, it has caused pig farmers io: 
reduce herds further. 
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| S American consumer prices edged up 0.3% in May, but the 

r inflation rate stabilised at 1.696. French wholesale prices fell by 0.3% in 

year to March, more slowly than they had been falling at the end of 1985. In 

ustralia, wholesale-price inflation was 7.9% in the year to February, slightly faster 
7.1% during the same period. 
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jn manufacturing except Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, 


USA, hourly earnings; Uk, monthly earnings for 


PRODUCTIVITY During the 


America's labour productivity- 


in manufacturing grew at an annual 
rate of 4.3%, which was the slowest of 
апу big industrial country. Japan’s 
productivity in the 1960s grew on 
average by nearly 12% a year. In 
1982-85, gains in labour productivity 
were more nearly equal across the 
world. The country with the slowest- 


growing labour productivity was Italy, ` 


with an annual rate of 3.396. America 
moved up the ranking and Japan 
down, so that they stood side-by-side 


with annual productivity increases of. 
4.2% and 4.8% respectively. Britain's. 


workers did as well as Japan's. Swed- 
ish labour led the pack, with a produc- 
tivity increase of 5.7% a year. 


L]1960-69* [3 1969-79 


employees. 


Labour productivity'in manufacturing industry 
Annual growth rates 


1979-82 1982-85 


States 


1980-100 


% change on 
June 17 x 


June 24 one one 


+52 
+10.8 


78.1 
86.2 


772 
85.0 


~ 36 
~ 76 


69.8 69.1 
75.1 75.2 
65.5 64.3 


- 02 
- 32 
+ 20 


~ 345 
* 09 
~ 34 


120.9 
133.3 


108.0 
116.2 
101.4 


118.3 
130.3 


~ 43 
= 82 


~10.9 
~ 64 


105.8 
115.2 
98.5 


~ 09 
~ 39 
+ 4.2 


716.6 
=145 
17.9 


87.0 
96.0 


86.1 
94.7 


~ 50 
~ 89 


~10.1 
~ 563° 


7?7 
83.6 
73.0 


770 
83.8 
717 


4.6 
- 46 
+ 05 


~15.8 
-138 
172 


$ per oz 336.75 343.25 +03. + 54 
Crude ой (spot) North Sea Brent 
$ per barrel 1220 11.30 


2196. —577 


Britain | 





2 o 
*Gross value added st constant prices, total hours: worked: 
+ Figures for ail years not available for some countries 


applicable to ali tables. Ali figures seasonally adjusted except where otherwise stated. "Not seas. adj. tAverage of latest З months 


d with average of previous 3 months, at annual rate. n.a. Not available. Small figures in brackets denote month of indicator. 


ST JUNE 28.1986. 





ECONOMIC AND FINANCIAL INDICAN 


WORLDBOURSES WallStreet cautiously welcomed the possibilNPeT 
rates. Tokyo, in pre-election mood, hit an all-time high before шы bac 
also reined in quickly-recovering Singapore. E 
Stock price indices 
















pan 
FOCUS: BONDS The value of public- 
Ay-issued bonds in the world's 13 big- 
gest bond markets was $5.9 trillion at 
ће end of 1985. That was an increase 
of 27% over the previous year, but 
nearly a third of the rise was due to the 
dollar's. devaluation. Government 
‘bonds dominated most of the markets, 
‘accounting for more than 75% of 
‘bonds denominated: in sterling, Bel- 
ап francs, French francs and Italian W. Germany - 

re. The share of government bondsin |- Holland 288.9 292.3 
{һе D-mark market is small but grow- 
ing; most of West Germany's non- 
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-| government bonds are issued by | sepan maA Sa ae 
‘| banks. International bonds continued | Om. i28 N61 1093 + 
| to.be the fastest-growing category, | Spain i783 ^ 1948 1008 4 
| thanks to the quickening pace of de- | Sweden 24040 — 24518 17298 -T 
- | regulation; their total value іп the 13 Switzerland 560.5 625.5 5547 T1 
| markets touched $500 billion. UK 13394 14259 10943 +10 
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Bond markets*,end 1985 amounts outstanding 
E Government-retated Ё Corporate 


Other domestic International Total 
о % 20 40 60 so 100 Me | 76%. Australia's banks cut their prime lending rates by 70 basis p 


MONEY AND INTEREST RATES . Monetary growth i in West Germany quicken 
the year to May; the narrow measure grew by 10.3%, and the broad measure 
points to 1796. 



























3,119 Money supply Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on yearago Money market Commercial banks Bond yields ency. 
1,083 Narrow Broadt Overnight 3months Prime Deposits Gov't Corporate Deposits Bo 
(M1) lending 3 months long-term moni. 





427 | — Australia nil +15.0 (4) 1300 1480 1700 1470 12:90 
276 Belgium +38 + 7.3(12) 4.95 7.30 10.50 6.90 А 

Canada +32 +47 6) 663 665 10.25 865 
z"| France 144 x 5602) 713 725 960 7% 
W.Germany 4103 + 76 (5) 430 465 700 423 
U^| Holland +56 + 52 (3 650 6139 600 6.13 












































| Hay +104 3110(2) 1238 12.3 1463 . 1150 
Japan 4 44 + 7.8 (4 4.38 4.65 4.13 2.13 
12 | Spain 161 3:182 (3) 1214 1242 1500 650 
Sweden na + 30 (3) 1000 1030 1275 9.95 
102) Switzerland + 41 +49 (3) 1363 544 $675 450 
21 UK 1220 4185 (5 9.50 984 1100 9.59 
USA +131 4 77 (5) 681 650 850 645 


n Other key rates in London 3-mth Treasury Bills 9.5%, 7-day Interbank 10.2%, ‘clearing banks’ 7-day notice 4.4* 
Eurodollar rates (Libor): 3 mths 7.0%, 6 mths 7.0%. 


4M2 axcept Australia, Canada, Spain, Switzerland, USA, W. Germany, M3, Japan ME ора E OMS. zu 
Tates quoted AMD ол Sources: Bank of Bilbao, Chase Chase Econometrics, Bangue da 

(Belgium), Nederlandse Ci ik, Credit Lyonnais, Svenska Handelsbanken, ANZ bank, Credk Suisse irar Boston. Tia 
D aa way and carve Бө солал)да as olere ы 















деней of $2.5 billion; Italy's trade deficit was 902 billi 
March, Holland ran a trade surplus of $4.2 billion. Aus ге 
of the Australian dollar went up:2.1%; the American dollar, ао yen and D-mark were ail virtually unchanged i i thew 


Trade balance'* Trade-weightedt currency units per $ 
$bn 
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~ 0174)  - 21! - 99(5 ^ 581 68.4 1.47 _1.50 222 172 “ES 

+ 0.9012) 95.2 89.3 45,5 61.90. 691 - 41: 
= imm. 787 88.0 1.39 1:36 210- 2.7 

— 82) 69.1 65.0 7.08 $35 108 21.5* 
+ 210 (4 . 1350 12156 222 3.07 3.37 
* 58(12) 1250 1123 2.50 3.46 3.80 
2 4id2) _ 462 453 1523 
+ 58i (4 2064 1558 367 








+ 35 (4) . 482 471 142 
- 11012) — 67.6 673 718 
ж 45012) 1599 
СЖ 57 (4) 758 
=1252 (3) -1155 
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Метоврас Q t ti | 
Vu Flanders Technology International -FTI. The in erna 10na 


fair where micro-electronics, biotechnology and Р 
p 9y International trade fair 


Medical тесу new materials come together and combine into ! 
successful business opportunities for new technologies 
| ЕТ! also features a series of seminars, а 
р Research Center and a Technology Transfer | T, а Н 
Center 
SM FTI : the third edition. A trade fair which anap ке аш ав аш шет аю еш ашан 


moves into third gear. All is set to improve upon i Please send me the ae Technology 
the exceptional success rate of the 1985 International 1987 brochure. 
edition, which brought together 800 exhibitors t Kania 
from 40 different countries and welcomed 
204,000 visitors. The highly efficient 1 Function 
Technology Transfer Center averaged 400 } Сотрапу 
business contacts per participant 
FTI : an ideal launching pad for the 
development, the marketing and the i Address 
implementation of new products and new ideas 
FTI : from May 11 to May 17, 1987, in Ghent 
Write it in your agenda now. Or make sure your Flanders Expo c/o Internationale Jaarbeurs van Vlaanderen 
computer remembers. But above all : be there 1 Internationaal Congrescentrum, B-9000 Gent, Belgium 


1 Area of activities 
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At the foot of California’s Calico Mountains, 78 acres of giant 
mirrors are used to convert the sun’s power into electricity. 


Gould is there with its automation capabilities to manage and 
control the solar collectors. 


Gould is one of the world's leading producers of Industrial 
Automation Systems for an array of applications, from process 
control to discrete parts production. 


Іп industry Gould's computer-integrated manufacturing systems 
enable greater productivity gains and increased quality without 


“Whos instrumental in harnessing 
the sun's power?” 


rem Wig ass E CS 13 Аср 


Justrial automatio 


the need for costly new construction programmes. 


As well as Industrial Automation Systems Gould is predomina 
four other rapidly expanding electronics markets. Informa 
Systems, Instrument Systems, Defence Systems and Electrq 
Components, including semi-conductors. 


To find out more about Gould’s industrial automation capabili 
write to: 


Gould Electronics Ltd., Gould House, Viables Industrial E 
Basingstoke, Hampshire RG22 4LT, England. 





